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H.R 28; FEDERAL RESERVE ACCOUNTABILnT 

ACT OF 1993 



TUESDAY, OCTOBER 19, 1993 

House of Representatives, 
Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to notice, at 10 a.m., in room 2128, 
Raybum House Office Building, Hon. Henry B. Gfonzalez [chairman 
of the committee] presiding. 

Present: Chairman Gonzalez, Representatives Neal, LaFalce, 
Roybal-Allard, Hinchev, Fin^erhut, Leach, McCoUum, Roukema, 
Ridge, Reth, McCandless, Nussle, Johnson, Piyce, KnoUenberg, 
Lazio, and Huffington. 

The Chairman. The committee will please come to order. 

Today, the Banking Committee begins the third day of hearings 
on issues involved in the Federal I&serve System Accountability 
Act of 1993, otherwise known as H.R. 28. I certainly welcome and 
want to thank the Federal Reserve Chairman of the Board of Gov- 
ernors, Mr. Greenspan, the Federal Reserve Governors, and the 
presidents of the Federal Reserve Banks. 

Chairman Greenspan testified at our last hearing last week that 
everything proposed in our H.R 28 was a, quote, mcgor mistake, 
end of quote. Today, we will hear additional testimony to see if our 
proposals are needed reforms or major mistakes. 

H.R. 28 requires that the Federal Open Market Committee: One, 
announce changes in its policy 1 week after its meetings and that 
it; two, make public a complete record of those meetings 60 days 
after each meeting. 

The central issue of today's hearing is simple: Why is the Federal 
Reserve, among all Federal agencies, exempt from keeping com- 
plete and accurate records? If the White House, the Supreme 
Court, the Defense Department, and every other government agen- 
cy keep accurate records of what they are doing, why not the Fed- 
eral Reserve? Are decisions by these parts of our government less 
sensitive than those made at die Federal Reserve? 

You distinguished gentlemen who serve as Federal Reserve presi- 
dents did not have to present your credentials and your views to 
the American public to secure your seats on the FOMC. President 
Jordan has previously gone through the confirmation process for 
his seat on the Reagan Council of Economic Advisors. I hope to- 
day's hearing will allow the citizens of our country to learn a little 
bit more about you and how independent your views really are. 

(1) 
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Federal Reserve Governors and 2 former presidents of Federal Re- 
serve Banks. 

One of the strongest letters was from Jerry L. Jordan, formerly 
an official at the Federal Reserve Bank of St. Louis, here today as 
president of the Federal Reserve Bank of Cleveland. His letter of 
October 21, 1976, said, and I quote frx)m him: ''As an economist in 
the Federal Reserve for over 8 years, I found the memoranda of 
discussion" — that is the name of the minutes — ^"to be extremely 
useful. Even when I attended FOMC meetings I always reviewed 
the memoranda of previous meetings as part of the preparation for 
the next meeting." 

The President of the St. Louis Federal Reserve Bank was defi- 
nitely influenced in a very positive way by the existence of a per- 
manent record that would eventually be made public. It helped him 
and his staff to maintain intellectual honesty, sometimes in the 
face of great pressure to bend. He knew that even when his views 
fell on deaf ears in a meeting, consistent analysis of the problem 
and the recommendation of solutions would be in the record to be 
viewed with historical perspective. 

I want to know why minutes which were clearly helpful up until 
1976 suddenly became harmful after 1976. I think it is a reason- 
able question. 

I understand the peculiar position of the distinguished presidents 
of the Federal Reserve Banks who are testifying today. I under- 
stand that, and I am extremely grateful for your presence. I think 
that goodwill — and, obviously, certainly there is no political advan- 
tage — should reflect the seriousness of the intent and motivation 
and a clear attempt to discharge a prime responsibility that lays 
upon us who want to be and claim to be representatives of the peo- 
ple in that area that most affects their livelihoods. 

I had thought that last week Chairman Greenspan would have 
emphasized that you serve as independent coequals on the FOMC. 
However, he contends that the ultimate defense against a bank 
president is the power by the Board of Governors to remove that 
person from office. I think this says a great deal about your inde- 
pendence. Nevertheless, be that as it may, I hope our distinguished 
witnesses will give their honest views tooay, as I am sure they will, 
and that they will be perfectly frank while their comments are 
beine recorded. And I certainly look forward to your testimony. 

[Tne prepared statement of Chairman Gonzalez can be found in 
the appendix.] 

The Chairman. With that, I recognize Mr. Leach. 

Mr. Leach. I thank the distin^^shed chairman. 

Today we hear from 10 presidents of the district banks and 5 
Governors of the Federal Reserve Board. Given that these individ- 
uals influence the allocation and expansion of credit through the 
regulation of the banking industry, it is important to note in the 
context of a hearin|^ on reforming the Federal Reserve System that 
the American public is served by individuals represented here of 
distinctive quality and integrity. We welcome them in a spirit of 
appreciation and trust. 

And I personally would like to say, Mr. Chairman, I appreciate 
your sense of histoiy that you lust expounded. It should be clear 
m the record that Watergate didn't tar the reputation of any of the 
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Hie apparent He to die WaMngUm Foti reporter as a result ef 
the directiires issaes fay the Chainnan ef the Federal Rawrve mm 
have been part of a oovemp of important information fay the Fedh 
eral Reserve. Did the Federal Reserve ever inform the VS. Con- 
gress about these faills it had traced diat were foond on the Water- 
gate bori^ars? If the answer is no, it appears that the Federal Re- 
serve Uowed the poMic and the Congress from a significant part 
of the investigation of the financing of the Waternte burglars. 

Hie Acting Director of the FBI, who may have been given the in- 
formation, testified that he baarned some Wateri|ate files. The 
WoKon administration asked him to limit the FBrs mivestigation of 
the bori^ars' financing on the grounds that fiirtber inouiiv would 
'Sineover CIA assets and sources.* Gosh, that soonos mmiHar. 
What was the Federal Reserve's role in this oovemp? Did the Fed- 
eral Reserve deliberately obstruct the Congress and the poMic? 

If we only had a formal directive giving the extremely truncated 
version of these meetings, as the POMC publishes today, there 
would not be a historical record of these events. Hie Americanpub- 
lie and the Congress are not the barbarians at your gates. Tnese 
are the people whom you are supposed to be serving. 

Our expert witnesses testifying today will tell you that, contrary 
to what Chairman Greenspan testified about at our last hearini^ 
accurate information does not undermine markets. Partial informa- 
tion and leaked information undermines market efficiency. 

I want to highlight the astounding claim in Dr. Anna Sdiwartz' 
testimony, and I quote: 'The Wall ^reet Journal has rq>orti^ the 
contents of the directive within a wedL of each of 11 out of 34 
FOMC meetings that were held between Mardi, 1989, and Mi^, 
1993.* Since substantial information is alreaci^ coming out m 
leaked form, why should we pretend that it is a closely guarded se- 
cret? We need a straightforward record with complete and accurate 
information. 

Some claim we have all the information necessaiy in the formal 
directive that is issued 5 or 6 weeks after each FOMC meeting, 
lliat directive is sometimes called '^minutes." However, the FOMC 
directive is far fit>m a complete record, and it is equivalent to the 
kind of information we would get if the Supreme Court only an- 
nounced its decisions and not its opinions. Although the directive 
does contain the FOMC vote, those who understand the Federal 
Reserve know the objective in any FOMC meeting is to get a unan- 
imous final vote regardless of any underlying disagreement. 

Publishing only the final vote at FOMC meetings is little more 
information than could be obtained fit>m die Congress if we issued 
only the vote on adjournment and none of the discussion. In order 
to obtain a record uiat establishes individual accountability, there 
must be a more detailed record. Most of the so-called minutes the 
Federal Reserve now issues are boilerplate reports on the economy 
that anyone could copy out of government and newspaper reports. 

In 1976, the FOMC members arbitrarily announced that they 
had stopped taking minutes of their meetings. In response to his 
inquiries, Congressman Steve Neal, our ranUng mcgority Member, 
investigated and reported that among the 55 individuals who op- 
posed uie FOMC's decision to stop taking minutes were 4 former 
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to risk weifi^tine assets, the less reUanoe Federal bank 
are patting on we leverage ratio. Overreliance on risk- 
eapital standards without use of an adequate ratio leads to 
^ ititive inanities in deposit seddng and de Cacto credit alloca- 
df tihuMe <feposits. The fact that State bank regulators rely 
mar^ ati leiverage ratios means that deposits will flow to national 
banks radier man State banks, to money c^iter institutions rather 
than c ommuni ty banks, to bond bi:^ing instead of entrepreneurial 
Icndiag; 

B^galatsry agmdes have a vested interest in the competitive vi- 
cafit^r df Ae institutions thc^ regulate. Hence, if the Fed wants to 
kw^y whidi I support, a major r^;ulatory function, it must be care- 
ffaf Ds eamm that conflicts, perceived or otherwise, do not exist, 
Aae n^ttial inequities are not allowed to develop, and advantages 
akR Mt provided one kind of institution over another. 

ib mentioned earlier, one of the lessons of the S&L crisis was 
d^ dispanty in regulations skews capital flows. Another was the 
sondnaum by Conjgress that it had been a mistake to allow the 12 
(facriet banks in the Federal Home Loan Bank System, with boards 
wourised of representatives from regulated institutions, a prin- 
dppol role in the regulatory process. Ab part of the cleanup. Con- 

Km abolished the regulatory function of the Federal Home Loan 
kk ^rstem and transferred them to an oflice which has its direc- 
tor pdblidy appointed. 

As we consider regulatory consolidation, there is a case for and 
Mpainst providing continuation of regulatory responsibiliW for the 
Federal Reserve System. But if it is to be preserved — and I would 
stress again I support that prospect — an institutional arrangement 
must be establisned which gives no hint of self-regulation, of the 
fbz guarding the foxes. In a country in which process is our most 
important product, it simply is unacceptable for regulators to be ac- 
countable to boards which, in turn, are controlled by the regulated 

I look forward today to the testimony of the witnesses. 

[The prepared statement of Mr. Leach can be found in the appen- 
dix.] 

The Chairman. The Chair will recognize Mr. Neal. He is our 
ranking Member on the majority side and also chairman of the fun- 
damental Subcommittee on Financial Institutions. Thank you. 

Mr. Neal. Thank you, sir, very much. 

I would like to say briefly, first of all, it is entirely appropriate 
for the Banking Committee to hold hearings looking into any and 
every area of its jurisdiction. It is entirely appropriate for us to 
continue to examine the underpinnings of our system, every aspect 
of the underpinnings of our system, to constantly try to find ways 
to do better what it is we try to do. 

So I certainly have no objection to our examining the Fed's regu- 
latory structure, the open market operations, every aspect of it. In 
fact, I think it is very healthy. I think that certainlv nothing 
should be set in stone forever, and that it is very healthy to con- 
tinue to look at the way we do things. 

Havine said that, I must say it is also a little strange to me that 
we are devoting a lot of time to the Fed, especially the Fed's open 
market operations, at this time because it seems to me that those 
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operations have been very successful, and there has not been a hint 
of scandal ever. 

The Fed's — ^the most important role, of course, is controlling in- 
flation in the Open Market Committee, which has that responsibil- 
ity, has done that job very well over recent years, in fact, extraor- 
dinarily well under the most difficult circumstances. And every citi- 
zen of this countiy really should be thankful to this group for the 
current situation. I am talking especially about the fact that young 
couples now can borrow at the lowest mortgage rates in memory, 
that banks are lowering the prime rates to the lowest rates m 
many years, that really the whole banking structure has been 
strengthened, in fact, saved, by low inflation, low interest rates. 
The stock market is strong because of low inflation, low interest 
rates. 

So the healthiest aspect of our economy is directly attributable 
to the fact that this institution has worked well, that it has done 
its job very, very well. Every American, most importantly the work- 
ing people of .^erica, the people who must borrow, not the rich 
people who can handle their finances under all circumstances but 
the average guy out trying to make it from paycheck to paycheck, 
is the main beneficiar^r of this policy that has lowered interest 
rates and lowered inflation. 

So I do find it a little strange that we are examining the Fed. 
But, in any case, it is an important subject, and if there is any 
problem, we oug^t to uncover it and deal with it. 

Just one more point I would like to make. I hope you all, in your 
testimony this morning, will try to relate the policies that we are 
examining, the idea of revealing minutes and auditing the Open 
Market Committee and the other suggestions that are contained in 
this legislation and in other legislation to your policy. 

Somehow, so far, it seems these hearings have considered process 
divorced from poUcy. And, frankly, if we were to look at sort of a 
good government model and that were all we were looking at, we 
mig^t say, yes, it would be nice to know every word that was spo- 
ken and know it that day and maybe show it on the evening news 
and so on, audit the Open Market Committee and so on. But the 
fact is that those consiaerations are not divorced from policy. And 
the only reason we want an independent Fed is so the Fed can 
work for the long-term benefit of this country, even in lig^t of the 
short-term poUtical pressures that would be there were there not 
the independence. 

So I think that point hasn't quite been made when we have 
talked about how it would be a good idea for every comment made 
by every person when discussing monetary policy to be made pub- 
lic. It is not a good idea because we want be free, open discussion 
devoid of political pressure. Because that can help lead to a poUcy 
that is best for our people. 

When we talk about auditing the Open Market Committee, the 
reason we don't want to audit the Open Market Committee is we 
don't want to second-guess and impose a short-term political pres- 
sure on the committee that is trjdng to take a long-term view in 
the interest of our people. 

So, anyway, Mr. Chairman, I appreciate the opportunity to sav 
a few words. I am glad you are holoing the hearing. I hope we will 
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just introduce the policy consideration here as it affects these poli- 
cies that these so-called reforms are talking about. I think it will 
become clearer why we wouldn't want to pass this bill. 

I thank ihe distinguished chairman. 

The Chairman. I ask imanimous consent that all members have 
an opportunity to place in the record in writing any preliminary 
statement they wish to have appear in the transcript of the pro- 
ceedings. And being that we have such numerous witnesses, we 
will try to hurry on expeditiously. 

[The prepared statements referred to can be found in the 
appendix.] 

We will recognize Chairman Greenspan, of course, first. The 
Chairman has asked for at least 15 minutes. 

We will be prepared to place in the record all of the written testi- 
mony that has been submitted to us by the diverse presidents and 
directors and then ask that your oral presentation be as brief as 
possible following Chairman Greenspan. 

Mr. Chairman. 

STATEMENT OF HON. ALAN GREENSPAN, CHAIRMAN OF THE 
BOARD OF GOVERNORS OF THE FEDERAL RESER VE BOARD 
AND THE FEDERAL OPEN MARKET COMMITTEE; ACCOM- 
PANIED BY DAVID W. MULUNS, JR., GOVERNOR, FEDERAL 
RESERVE BOARD; WILLIAM J. McDONOUGH, PRESIDENT, 
FEDERAL RESERVE BANK OF NEW YORK; AND ROBERT T. 
PARRY, PRESIDENT, FEDERAL RESERVE BANK OF SAN 
FRANCISCO 

Mr. Greenspan. Thank you very much, Mr. Chairman. I appre- 
ciate the opportunity to appear before this committee and to pro- 
vide my particular views on the appropriate degree of disclosure by 
the Feaeral Open Market Committee. 

In a democratic society, public policy decisions 

The Chairman. Will you please yield to me for a moment? 

Gentlemen, I hate to botner you, but Congressman Johnson has 
reported that his view is obstructed. Is there any possible way you 
can take a shot without obstructing his view? 

Congressman, vA^ don't you sit up here? 

Thank you, sir. Thank you, Mr. Chairman. 

Mr. Greenspan. Just to repeat, Mr. Chairman, it is important 
that we recognize that in a democratic society public poli^ deci- 
sions should De in the open, except where exposure imped[es the 
primary function assigned to an institution by law. Accorcungly, the 
Federal Ileserve makes its decisions public immediately, except 
when doing so could undercut the efficacy of policy or compromise 
the integrity of the policy process. 

What we do not disclose immediately are the implementing deci- 
sions with respect to our open market operations. However, any 
changes in our objectives in reserve markets are quickly and pub- 
licly signaled by our open market operations. And we publish min- 
utes of title policy deliberations and decisions from each FOMC 
meeting shortly after the next regular meeting^ has taken place. 

These minutes, a copy of which for the meeting of February 1993, 
I have attached to the statement, can run from 15 to more than 
30 pages, presenting a comprehensive record of the economic fac- 
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tors and analysis and alternative policy approaches considered in 
reaching our decisions. 

Nevertheless, the Federal Reserve, like other central banks, has 
a reputation of being secretive. I suspect this is largely a result of 
the nature of a central bank's mission. The operations of central 
banks have a direct impact on financial and foreign exchange mar- 
kets; therefore, these institutions often find themselves in the posi- 
tion where complete openness and disclosure could regrettably in- 
hibit or even thwart the implementation of their public purpose. 

It is ofl;en the case that tike FOMC expresses a predisposition to- 
ward a poli^ change in its directive to the Open Market Desk. 
Such a predisposition, for example, toward easing, implies that the 
FOMC is more concerned about developments that would dictate 
an easing of policy rather than a tightening, and therefore wants 
to respond relatively promptly to information suggesting the need 
for such action. 

We ofl;en express this predisposition without any change in in- 
strument settin|;s in fact resulting. In such circumstances, the re- 
lease of those directives during the period they are in force would 
only add to fluctuations in financial markets, moving rates when 
no immediate change was intended. 

As a consequence, a disclosure requirement would impair the 
usefiilness of tiie cUrectives, as committee members, concerned 
about the annoimcement effect of a directive biased either toward 
ease or tightening, would tend to shy away fi*om anything but a 
vote of immediate change or of no change at the meeting. An im- 
portant element of flexibility in the current procedures would be 
lost, which can scarcely serve the public interest. Immediate disclo- 
sure of the directive would change the nature of monetaiy policy- 
making, and it would not be a change for the better. 

Holmng open meetings of the FOMC or releasing a videotape, 
audio tape, or transcript of them would so seriously constrain die 
process of formulating policy as to render those meetings nearly 
unproductive. 

A number of important items currently discussed at FOMC meet- 
ings simply could not be mentioned in open forum. We would no 
longer have the benefit of sensitive information firom foreign 
central banks and other official institutions or of proprietaiy infor- 
mation firom private sector sources, as we could not risk the publi- 
cation of information given us in confidence. 

Moreover, to avoid creating unnecessary volatility in financial 
and foreign exchange markets, the FOMC might have to forego ex- 
plorations of the fiul range of policy options. Even a lag in releas- 
ing a verbatim record of the meetings would not eliminate this 
problem but only attenuate it. 

Mr. Chairman, let me take a moment to describe more fully the 
process followed at FOMC meetings to reach decisions on monetary 
policy. After staff presentations of recent developments and emerg- 
ing economic trends, a roundtable discussion of all 19 participants 
begins. The Reserve bank presidents describe conditions and devel- 
opments within their districts, and both they and the members of 
the Board of Governors go on to evaluate the outlook for the U.S. 
economy as a whole. 
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All members bring in, where relevant, international economic 
and financial considerations. In light of this discussion, we then 
consider whether the stance of monetary policy needs to be ad- 

i'usted, either immediately, or possibly in the future imder particu- 
ar circumstances. 

A considerable amoimt of free discussion and jprobing Questioning 
by the participants of each other and of key FOMC staff members 
takes place. In the wide-ranging debate, new ideas are often tested, 
many of which are reiected. Ideas initiated l^ one participant are 
frequently built upon oy others. 

Tiie prevailing views of many participants change as evidence 
and insights emer^. This process nas proven to be a very effective 
procedure for gainmg a consensus aroimd whidi a directive to the 
Open Market Desk can be crafted. It could not function effectively 
if participants had to be concerned that their half-thought-through, 
but nonetheless potentially valuable, notions would soon be made 
public. 

I fear in such a situation the public record would be a sterile set 
of bland pronouncements scarcely capturing the necessaiy debates 
which are required of monetary policymaUng. A tenden^ would 
arise for one-on-one premeeting cuscussions, with public meetings 
merely announcing already agreed-upon positions or for each par- 
ticipant to enter the meeting with a final position not subject to the 
views of others. Such a record would be far less informative than 
the minutes we currently publish. 

In both the Freedom of Information Act and the Government in 
the Sunshine Act, Conepress explicitly recomized that there were 
types of information ana kinds of meetings tnat should be protected 
from dissemination to the public. Certain exemptions have been 
provided in FOIA for information that, for example, is of a con- 
tidential financial nature and in the Sunshine Act for meetings 
that would prompt speculation in financial markets. 

In the various exempted areas it was determined that release of 
information would not be in the public interest. For similar rea- 
sons, I beUeve that the consequences of requiring prompt release 
of a verbatim record of FOMC meetings would most certainly not 
be in the Nation's best interest. 

Mr. Chairman, in your letter of invitation to this hearing, you 
also posed several specific questions related to the maintenance of 
notes or records of FOMC meetings and to the premature release 
of FOMC information. I would like to turn now to the answers to 
those three questions. 

At FOMC meetings, I take very brief, rough notes on the views 
expressed by participants. These notes assist me in keepine" track 
of committee sentiment as the meeting processes and thus in 
judging where a consensus may be reacned with respect to mone- 
tary policy. After the meeting, the notes are kept in a locked file 
cabinet along with other FOMC materials. 

Others attending the FOMC meetings ma^ also be taking notes, 
and I am sure ihey will tell you about them in their own responses. 
I have suggested to the Reserve bank presidents that they respond 
to your Questions regarding whatever records may be kept at their 
own banlcs; I will cover records made by the Board staff and, in 
particular, by the FOMC secretariat. 
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Some individnal members of the Board stafT take handwritten 
notes and retain them to help them in discharging their respon- 
sibilities. The meetings are reported electroniciuly tyy the FX)MC 
secretariat These aucfio tapes are used to assist in the preparation 
of the minutes that are released to the public following the subse- 
quent meeting. Thereafter, the tapes are recorded over. 

In the process of putting together the minutes, an unedited tran- 
script is prepared from the tapes, as are detailed notes on selected 
topics discussed in the course of the meeting. These materials gen- 
erally are seen only l^ the staff involved in preparing the minutes, 
and the documents are kept imder lock and key by the FX)MC 
secretariat 

With regard to your final queiy on the release of information 
about FOMC meetings, I would again state my strong view that 
any unauthorized release of FOMC decisions is a very serious mat- 
ter. Leaks of FOMC proceedings are clearly unfair to the public, po- 
tentially disruptive of the poliQrmaking process, and imdoubtedly 
destructive of public confidence in the Federal Reserve. 

Any leaks tnat may have occurred were most assuredly not or- 
chestrated or directed by the FOMC. A deliberate premature leak 
of information is repugnant Our current policies that call for de- 
layed release of information are in place for good reasons, as I indi- 
cated previously. They are grounded on the assumption of confiden- 
tiality; leaks imdermine these policies. 

I suspect that, to an extent, what appear to be deliberate leaks 
may instead represent something quite different. In some cases, 
FOMC participants who speak to the press may believe they have 
revealed nothmg about recent monetaiy policy decisions, but they 
may in fact have inadvertently provided enough of a sense of the 

{>ohcy considerations to allow conclusions to be drawn, especially 
or emerienced reporters speakine to several sources. Tnis puts us 
in a mfficult situation. We should not reveal confidential informa- 
tion about our decisions. At the same time, we cannot and should 
not wall ourselves off entirely fi*om the media; it is our obligation 
to explain the broad considerations that motivate monetary policy, 
to correct certain misimpressions, and to convey as much informa- 
tion as possible, without unsettling markets, creating inequities, or 
violating the trust of our colleagues. 

The FOMC has discussed this issue extensively, and we have 
taken several steps that we believe will curb any further unauthor- 
ized release of information. We have reemphasized the necessity of 
avoiding contact with the press during the periods surrounding 
FOMC meetings and of caution at other times. Moreover, it has 
been made clear that any future leak from an FOMC meeting will 
be followed up veiy aggressively — by a full investigation that will 
include gathering sworn statements from all attendees. 

In response to your request as to whether I personally played a 
part in past leaks of FOMC information, I can assure you, Mr. 
Chairman, that I have never knowinely released to the press or to 
other members of the public any information about the results of 
an FOMC meeting prior to the formal, scheduled release. 

I would include one footnote to this statement, however: From 
time to time, I have briefed members of various administrations 
about the outcomes of FOMC meetings, because that knowledge 



Digitized by 



Google 



12 

could assist them in the formulation of government policies for 
fdiich Ihev have responsibility. This qualification has not, however, 
been a relevant one over the past year or so, as the Federal Re- 
serve has not altered its instrument settings. 

I trust the problem of leaks is behind us. If I am wron^ about 
this, the FOMCs poHcy on delayed disclosure of decisions will have 
to be reevaluated. Should we have to change our poHc^ as a result, 
it would be unfortunate, for I firmly believe that a shift to prompt- 
er disclosure of the substance of our deliberations will adversely af- 
fect our discussions and decisions and therefore monetaiy policy it- 
self. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Greenspan can be found in the 
appendK.] 

The Chairman. We will recognize Governor Angell first. I under- 
stand he has a time problem, and we have hsted him here as first 
to be recognized. 

Governor Angell. 

STATEMENT OF WAYNE D. ANGELL, GOVERNOR, FEDERAL 
RESERVE BOARD 

Mr. Angell. Mr. Chairman and members of the committee, I ap- 
preciate this opportimity to give you my views on the accountabil- 
ity of monetary policv. My perspective is of one who throughout his 
career as an elected and appointed official has been in favor of 
opening government proceedings to the public and the press. Our 
democrat demands that the actions 6t its government be con- 
ducted '"in the sunshine" to the greatest extent possible. It also de- 
mands that government agencies adopt the veiy best policies. In 
some cases, tliere is a tradeoff between these two olqectives. 

Monetary policy is best formulated within a fi*amework that pro- 
vides an appropriate degree of insulation from day-to-day poHtical 
pressures while requiring full accountability. 

The Board of Governors is required to report to the Congress on 
its monetaiy policy plans and objectives twice each vear. Federal 
Reserve policymakers also testier as requested bemre this and 
other congressional committees about monetary policy and other 
matters of interest, including a detailed accounting of our expendi- 
tures. 

Beyond the statutory requirements, the Federal Reserve provides 
significant additional information to the public about the conduct 
otmonetaiy policy. The Federal Open Market Committee pubUshes 
minutes of its meetings. These minutes summarize fully the discus- 
sion. Significant decisions taken by the FOMC should always be 
made on the basis of recorded votes — ^in accord with an important 

{>rinciple of accountability. Each member of the committee is af- 
brded an opportunity to participate in the preparation of the min- 
utes so that no individual or shared views are omitted. In my view, 
the minutes present an accurate account of each FOMC meeting. 
With regard to timeliness of the release of such minutes; as you 
know they are published shortly after the following committee 
meeting. It seems to me that such a lag is appropriate. The imme- 
diate release of information on the committee's plans for contin- 
gencies could increase market volatility, particularly in cir- 
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cumstances when the contingencies do not eventuate. Such vola- 
tility is unnecessary and could be especially counterproductive if 
concerns about possible volatility deterred some members of the 
Federal Open Market Committee from discussine such contin- 
gencies or dbrove them to relying on implicit or behind-the-scenes 
understandings. On balance, the market and the public are better 
served by more detail and more openness with delayed publication 
as compared with the realistic alternative of less specnficity that 
would likely accompany earlier publication. 

Similarly, I believe Uiat the provisions in H.R. 28 that would re- 
quire release of videotapes or transcripts of committee meetings 
would have deleterious consequences. In the context of monetaiy 
policy, such provisions likely would cause policvmakers to be less 
willing to conjecture about future economic and financial develop- 
ments, to explore alternate policies, or to challenge others' views. 
Under those conditions, discussions during FOMC meetings are 
less likelv to lead to appropriate policv decisions. The willingness 
of individual members to explore verbally what may seem to be low 
probability events may be tne beginning of a new perspective that 
elicits more careful watching and continued debate. The process of 
developing a consensus view through an open contrarian forum is 
essential if monetary policy is to lead toward monetary stability. 

For these reasons, I believe that the relevant provisions of H.R 
28 would do little to make the monetary policy process more trans- 
parent and, unfortunately, would do much to make the conduct of 
monetary policy less effective. In my view, our current procedures 
regarding disclosure are on the right track. They permit a careful 
review of alternative policies while allowing the Congress and the 
public to analyze both the process by which our decisions are 
reached and their results. 

My answers to your specific questions are included in my written 
statement. 

The Chairman. Thank you very much. As I said before, your full 
prepared text will be in the record. 

[The prepared statement of Mr. Angell can be found in the 
appendix.] 

Our next witness is Governor Kelley. 

STATEMENT OF EDWARD W. KELLEY, JR^ GOVERNOR, 
FEDERAL RESERVE BOARD 

Mr. Kelley. Thank you, Mr. Chairman, and thank you for the 
opportimity to present my views on H.R. 28. 

Pursuant to the request in your letter of invitation, I shall first 
answer, in order, the three specific questions posed therein and 
then offer my perspectives on the bill in the area of maintaining 
a record of the Federal Open Market Committee meetings. 

First, I have generated rough pencil notes of my own thoughts 
and summaries of the views of other members, as I understand 
them, at most meetings. These notes reside in a locked file in my 
office. 

Second, I would assume various persons present at the meetings 
prepare and keep notes and records of their own, certainly includ- 
ing the FOMC secretariat, but I am unaware of specifical* 
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does what in that regard. Doubtless, others will report on their own 
activities. 

Finally, I have no information whatsoever about unauthorized or 
premature release of FOMC information. 

Let me move on to comment on H.R. 28 which would require, 
among other things, complete release of FOMC meeting proceed- 
ings within 60 days. I must respectfully oppose this proposal. 

It seems to me that the issue here is the reconciliation of two 
basic principles for conducting public business in a democracy. The 
first is the obvious requirement that public policy be generated to 
further the public interest in the soundest possible way. The second 
is that the public has the right to know what its leaders are doing 
in the conduct of its business, including how and why they are 
doing it. 

While these two principles can often be fulty accommodated, 
there are clear cases wherein the second, fiilly implemented, can 
potentiallv degrade the first. In such cases, the overriding require- 
ment is that public policy must be of the highest possible quality. 

The meetings of the FOMC are such a case. In these meetings, 
12 voting members, augmented by the 7 additional Reserve Bank 
presidents, debate and decide important public matters of mone- 
tary policy. To work well, such an arrangement must proceed in 
private, where the participants may freely and easily exchange per- 
spectives and confidential information, dispute, alter viewpoints, 
and work toward the discoveiy of common ground. In this manner, 
responsible public policy is created. 

To expose this process to public scrutiny would, in my view, very 
clearly introduce an atmosphere that would be detrimental to the 
final result. The quality of the final result, sound monetary policy 
to underg^rd and support our economy, is the most important of the 
interests in question. I believe H.R. 28 would be counterproductive 
in this respect. 

The requirement remains that the public be as informed as pos- 
sible in these matters and that those involved in the process be ac- 
countable. I believe that the existing procedures for release of 
FOMC decisions are responsive to the public's right to be informed. 

Concerning accountability, FOMC decisions are the result of the 
votes of the participating members, and each participant's vote is 
recorded and made public. Affirmative votes are explained in the 
minutes as released, and dissenting votes are accompanied by indi- 
vidual explanations. Thus, there is complete accountability for 
results. 

In summary, I feel that the public's interest in this matter is best 
served by maintaining a system wherein the process is confidential 
and the policy results are made public in appropriate ways, with 
personal and group accountability for such results. 

Thank you, sir. 

The Chairman. Thank you. 

[The prepared statement of Mr. Kelley can be found in the ap- 
pendix.] 

The CHAiRNfAN. Our next witness is our long-time friend, a man 
who has spent a considerable number of minutes, maybe hours, be- 
fore this committee, and we are grateful. 

Governor LaWare. 
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STATEMENT OF JOHN P. LAWABE, GOVERNOR, FEDERAL 
RESERVE BOARD 

Mr. LaWare. Mr. Chairman and members of the committee, I 
am here with my Federal Open Market Committee colleagues to 
comment on the proposed requirements in H.R. 28 for full and 
timely accounting of each FOMC meeting. 

I woidd stron^y urge the committee to continue, as in the past, 
to concentrate its oversight efforts on the substance of monetary 
policy rather than on the procedures by which it is determined. The 
Humphrey-Hawkins testimony provides a full description of policy 
moves, historic economic performance, and future objectives for pol- 
icy. It is the fiillest public accounting of monetary policy provided 
by any central bank in the world. 

I see no purpose in the publication of a verbatim transcript of the 
Federal Open Market Committee's deliberations and less purpose 
in a videotape record of the proceedings. A verbatim transcript or 
a videotape recording of the meetings of the Open Market Commit- 
tee might significantly inhibit the members from the free exchange 
of ideas which presently characterizes our meetings. We all have 
a certain amount of self-consciousness about being on stage, as we 
would certainly be under the sugx^ested protocol, and the problem 
would be agngravated by the knowledge that the matters under dis- 
cussion are nighly sensitive for financial markets. 

Consultation in camera, rather than on camera, gives the mem- 
bers of the Open Market Committee the same privileges of open 
communication and free exchange enjoyed by juries. Importantlv, it 
also gives the committee members the same right to change their 
minds as jurors enjoy. I am sure the quality of jury decisions would 
be significantly changed if their deliberations were published. I am 
equally sure the process of developing monetary policy would suffer 
under a regime of public performance. 

I am less concerned that the quality of policy decisions would be 
adversely affected by a memorandum of discussion carefully edited 
to delete market-sensitive information provided on a confidential 
basis and released on some delayed schedule, perhaps 1 year after 
the meeting it described. 

The issue of the timely release of the directive for open market 
operations is a difficult one. On the one hand, the market knows 
at 11:30 or so the morning after the FOMC meetings whether there 
has been a policy shift. Tnat is discernible from the way the Desk 
at the New York Reserve Bank enters the market. From that per- 
spective, there is little to be eained or lost from the publication of 
FOMC decisions within a weeK, as proposed in H.R. 28. 

On the other hand, immediate release would discourage the use 
of asymmetric language because asymmetry reflects the tilt of the 
committee either toward ease or tightening. Markets might react 
impulsively on such news, to no one's best interest except specu- 
lators. And, internally, such a stricture against asymmetric lan- 
guage would inhibit quick intermeeting response to changing mar- 
ket conditions. 

As to the three specific questions raised: Number one, I make no 
notes at FOMC meetings other than brief bullet points to outline 
my own comments to assure coherence. These, together with all the 
anal3rtical materials supplied by the staff prior to the meeting, are 
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given l^ me to my executive assistant for destruction as soon as 
the FOMC meeting adjourns. 

Two, I have no knowledge of what notes or records are made by 
or retained by other members of the committee. 

Three, I have no knowledge of the source of the notorious leaks 
of FOMC information. Such leaks are irresponsible and reprehen- 
sible. If they are unintentional, they reflect a naivete which should 
not be allowed to lurk anywhere near the FOMC. If they are inten- 
tional, they should be punished to the full extent of whatever rem- 
edies are available, no matter whom the culprit mav be. 

I appreciate the opportunity to participate in this hearing and 
look forward to answering any fiulher questions the committee 
m^ have, Mr. Chairman. 

The Chairman. Thank you very much. Governor. A^n, we 
thank you for your prepared text that we had an opportunity to re- 
view before the meeting. 

[The prepared statement of Mr. LaWare can be foimd in the 
appendix.] 

The next witness is also our friend. Governor Lindsev, whom I 
happen to have had the pleasure of meeting in San Antonio. It 
wasn't quite in my district. The hotel wasn't in my district. Gov- 
ernor, but it was close enough. 

STATEMENT OF LAWRENCE B. LINDSEY, GOVERNOR, FEDERAL 

RESERVE BOARD 

Mr. LiNDSEY. Thank you, Mr. Chairman and members of the 
committee. I appreciate this opportunity to comment on provisions 
of the Federal Reserve System Accountability Act that pertain to 
the release of information on monetary policy. 

I point out that the Federal Reserve currently provides a great 
deal of information to the public about the monetary policymaking 
process both formally and informally. We report to the Congress in 
a formal sense semiannually on our objectives and plans for mone- 
tary policy, and we provide additional testimony on request. We 
publish a considerable volume of timely data on our monetary pol- 
icy actions. 

In addition, we publish minutes of each FOMC meeting shortly 
after the following meeting. These minutes are often many pages 
in length and ftmy summarize the discussion at the committee 
meetincB, and I think are provided in a timely fashion. Federal Re- 
serve omcials frequently (uscuss the economic situation and mone- 
tary policy in informal contacts with Members of the Congress, 
members of the administration and their staffs. 

I would also point out, Mr. Chairman, and you mentioned my 
trip to San Antonio, that part of our responsibility is to explain to 
the public what our positions are, and we, therefore, often speak 
out uirough speeches and other forums, not just on monetary policy 
but on economic policy more generally. We go into communities 
across the Nation, partly to understand the economic circumstances 
and concerns of all Americans, but also to articulate the Federal 
Reserve's position on the economy. 

And I have had the pleasure of goine to San Antonio twice as a 
Governor during the last 23 months. I nave met with citizens from 
all walks of life there to listen to their needs and explain our mis- 
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sion. In fact, in virtually every city to which I have traveled, over 
30 since becoming a Governor, I have met with local business peo- 
ple, bankers, and citizens to discuss the econom]^ and its direct im- 
pact on their businesses and daily lives. I consider the process of 
carrying on a public dialog to be central to my responstt>ilitie8. 
There are no mysteries regarding my position or thinking. And I 
believe the same is true of my colleagues. 

In my view, the provisions of the proposed legislation directed at 
increasing^ the availability of monetary policy information probably 
would suffer from the law of unintended consequences. Videotaping 
FOMC meetinfi[s would likely reduce the usefulness of these meet- 
ings considerably. Participants would hesitate to use hypothetical 
or speculative examples to explain points, because these examples 
could be easilv misinterpreted and cause unnecessary volatility in 
financial markets. Information learned from meetings and travels 
is often proprietary or private in nature and thus could not be 
shared if the meetings were taped. More generally, the give and 
take in the discussion among policymakers would be sharply 
reduced. 

I think Governor LaWare's analogy^ to a jury is quite apt. 

Policy discussions, I believe, would then tend to take place out- 
side of committee meetings, and members of the Board and Reserve 
bank presidents would come to the FOMC with preconceived no- 
tions. The ideas that arise in the current process of open, candid 
discussion would no longer be produced in committee meetings and 
thus would not be reported in the FOMC minutes. Their loss would 
limit the flexibility and give and take of the policy process and, in 
so doing, produce the unintended consequence of actually reducing 
the net amount of publicly available, informed debate on monetary 
policy. 

I am also skeptical that, on balance, immediate release of the di- 
rective would be useful. While there may be some advantages, 
there are also costs. Under current procedures, market participants 
and otJiers are able to recognize an actual shift in the Federal Re- 
serve's policy stance on the morning that the chanee is imple- 
mented. Thus, an immediate verbal statement on policy changes 
would provide no additional information to the market. 

A requirement to publish information could be damaging in cases 
where policy contingencies are part of the FOMC directive. In fact, 
increased market volatility could potentially result due to market 
speculation. Moreover, such a requirement could diminish the com- 
mittee's ability to provide instructions to the Federal Reserve Bank 
of New York to respond to such contingencies, potentially hobbling 
the Federal Reserve's ability to resolve financial crises. 

Let me turn next to the three specific questions that you posed 
in your letter. 

First, I do take very sketchy — and I would emphasize the words 
very sketchy — notes aurins[ FOMC meetings to help organize my 
own comments. I discard these notes at the end of each meeting. 

Second, I believe others will be describing their own note taking, 
and the Chairman will describe the note-taking process of the 
FOMC secretariat. 

Finally, I have no information for the committee on any pre- 
mature release of FOMC confidential material. 
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In summary, Mr. Chairman, I believe there will always be a ten- 
sion between the benefits of an open and ongoing public debate on 
economic policy and the benefits of confidentiality. Althou|^ the 
current system is imperfect, it is probably better than resolvmg the 
current tension in favor of either fuller openness or greater 
confidentiality. 

Thank you. 

The Chairman. Thank you, sir. 

[The prepared statement of Mr. Lindsey can be foimd in the 
appendix.] 

The CHAiRBiAN. Governor Phillips. 

STATEMENT OF SUSAN M. PHILLIPS, GOVERNOR, FEDERAL 
RESERVE BOARD 

Ms. Phillips. Thank you very much. 

Mr. Chairman and members of the committee, I am pleased to 
have the opportunity to appear before this committee to present my 
views on the reporting; of Federal Open Market Committee actions. 
I am the newest memoer of the Federal Reserve Board. 

Since joining the Board, I have been impressed by the care and 
the attention given throughout the System to seeking a broad 
range of viewpoints as monetary policy is formulated and con- 
ducted. This comes about through various advisory committees, 
studies, reports, meetings, and certainly also through the boards of 
the individual Reserve banks. 

I believe that the System receives considerable cooperation in 
this enormous task of economic monitoring, precisely because of the 
serious and confidential manner in whicn business and economic 
information is treated by members of the FOMC. Releasing a lit- 
eral transcription or videotape of FOMC meetings would likely in- 
hibit members' abilities to ootain and relate confidential informa- 
tion because of its potential market sensitivity. 

In addition, a literal transcript or videotape of FOMC meetings 
may make many members feel constrained to speak only from pre- 
pared statements. We will likely lose the analytical approach now 
used in building upon each other^s observations in a truly delibera- 
tive process. There may also be reduced capability to reach a con- 
sensus, since many members' initial statements may limit their 
flexibilitv to adjust their positions. 

We all have an opportunity to edit the minutes before the next 
meeting to assure our views are adequately reflected in the min- 
utes. To assist in this process I take sporadic, personal notes dur- 
ing some parts of the FOMC meeting. Those handwritten notes 
are retained in my personal confidential files, shared with no one. 
I also know of no one who shares any of the FOMC materials with 
the public or the press prior to its official release. 

With respect to the question of earlier release of the minutes or 
verv rapid release of the committee's decisions or directives, such 
a change in procedure would, I believe, curtail the committee's 
flexibility and perhaps even its market effectiveness. Those direc- 
tives frequently contain longer range strategies the committee 
wishes to adopt. No major market participant, public or private, 
could announce its future strategy without that having an impact 
on the market itself. Such announcements, I believe, would be self- 



Digitized by 



Google 



19 

defeating and limit the Federal Reserve's ability to affect the mar- 
ket as intended. 

I hope these comments are helpful to the committee in its delib- 
erations. I have confined mv comments to the issues that were 
raised in your letter. Nevertheless, I would be pleased to respond 
to additional questions along with my colleagues, lliank you. 

The CHAmiiAN. Thank you veiy mud). 

rnie prepared statement of Ms. Phillips can be found in the 
appendix.] 

President Boehne. 

STATEMENT OF EDWARD G. BOEHNE* PRESIDENT, FEDERAL 
RESERVE BANK OF PHILADELPHIA 

Mr. Boehne. Thank you very much for inviting me here. I spend 
a ^eat deal of time speaking with citizens all across my district, 
wmch is the Philadelphia district, and it is especially nice to be 
meeting with you this morning. 

Let me begin by saying that I take very seriously my role in 
FOMC proceedinfi^ and have a natural bias toward public disclo- 
sure and personal accountability. I also take seriously the collective 
responsibility of the FOMC to formulate the best possible monetary 
pohcy. 

An essential ingredient in formulating the best possible mone- 
tary policy is an effective deliberative process— one uiat fosters the 
free flow of information, the ability to speculate about the effects 
of alternative policies, the general give and take among members 
and the ability to reach a consensus. 

I believe ine FOMC's existing procedures generallv provide a 
workable balance between the need for effective policy deliberations 
and the need for piJ^lic disclosure and accountability. 

You have my full comments, but let me comment very briefly on 
some of the specific provisions of the bill. I believe the FOMC al- 
ready complies with the provision of H.R. 28 that requires that a 
written copy of the minutes of each FOMC meeting be made avail- 
able to the public within 60 days of it. 

For those who read the minutes completely and regularly, the 
minutes are typically available within 60 days and are mdeea com- 
prehensive. The minutes include information about current and 
prospective economic and financial conditions, the pros and cons of 
alternative policv actions, the reasons the mfi^jority favored a par- 
ticular action, plus comments, by name, of those members dissent- 
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le minutes the committee now releases are not as detailed as 
the memorandum of discussion that was released prior to 1976. 
But, in my view, the old memorandum had some disadvantages 
that hindered the deliberative process. 

I attended FOMC meetings during some of the years when the 
memorandum was still being prepared. At those meetings, as I re- 
call, members of the committee tended to stick more to tneir pre- 
pared statements, and there was less give and take about alter- 
native views of the economy and policy actions. 

The current arrangement of releasing comprehensive minutes of 
FOMC meetings more promptly than the old memorandum in my 
judgment better serves both the need for disclosure that is of prac- 
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tical use to the public and the need for an effective, deliberative 
process. 

Mr. Chairman, you also requested my comments specifically on 
three areas. 

First, during my tenure as president of the Philadelphia Reserve 
BaiiJ^, which began in 1981, I have not tsken notes during FOMC 
meetings. My economic adviser usually takes handwritten notes, 
which are then kept in a locked file cabinet with other materials 
prepared for each FOMC meeting. He uses these notes to identify 
issues that should be explored in future pre-FOMC briefings. 

Finally, I am aware, of course, of news stories that have dis- 
cussed the premature release of information about FOMC meet- 
ings. I deplore such leaks in the strongest possible terms. Security 
of FOMC information is taken very seriously at the Philadelphia 
Reserve Bank, and I do not have any direct knowledge about now 
such leaks occurred. 

Thank you. 

The Chairman. Thank you, sir. 

[The prepared statement of Mr. Boehne can be found in the ap- 
pendix.] 

President Broaddus. 

STATEMENT OF J. ALFRED BROADDUS, JR., PRESIDENT, 
FEDERAL RESERVE BANK OF RICHMOND 

Mr. Broaddus. Thank you. I am pleased to be here today to dis- 
cuss the procedures FOMC follows in recording policy information 
and releasin|^ it to the public. 

My views m these areas are based on two principles. First, these 
procedures should enable us to make the best possible policy deci- 
sions. 

Second, in general, we should release as much information to the 
public on our policy decision as promptly as possible, provided such 
release does not impair our ability to make sound decisions. 

Currently, the directive for a particular FOMC meeting is re- 
leased immediately following the next meeting, along witli a record 
of policy actions. 

I think it is worth emphasizing here today what that record of 
policv actions is and is not. It is not a brief summary. Instead, it 
is a lenelhy and, in my view, very thoroup^h description of the dis- 
cussion leading up to the committee's policy decisions. It indicates 
in considerable detail the views of those supporting the decision 
and contains a full explanation of any dissentine votes. 

As a long-time attendee at FOMC meetings, I can attest that the 
record of policy actions always conveys the content and flavor of 
the committee^ deliberations as well as its specific decisions com- 
pletelv and accurately. In my view, the record fully satisfies the 
need for the committee to be accountable to the public. 

H.R. 28 would change these procedures in two ways. First, it 
would require that videotapes of^FOMC meetings be made and re- 
leased along with a verbatim transcript within 60 days. 

My views on releasing videotapes and verbatim transcripts of 
FOMC meetings have not changed, Mr. Chairman, since I re- 
sponded to your letter on this issue earlier this year. I believe the 
prospect of a literal record in any form, even if released after a long 
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period of time, would restrain committee members in debate and 
veiv seriously inhibit the flow and restrict the flow of information 
and ideas. This, in turn, would undermine the deliberative process 
and therefore risk lowering the quality of monetary policy deci- 
sions. 

While I cannot support release of a videotape or other verbatim 
transcript of the FOMC meetings, I believe there might be benefits 
fi*om releasin^^ a nonliteral but relatively complete record of FOMC 
proceedings similar to the old memorandum of discussion that we 
prepared until 1976, if and only if there were a lone and enforce- 
able delay of release, such as the 5-year period in me case of the 
memorandum of discussion. Early release of even a nonliteral 
record could inhibit FOMC discussion and reduce the quality of 
monetary poliqr decisions. Consequently, I think it is essential that 
any reinstitution of something like the memorandum be accom- 
panied by a legislative guarantee that it would not be released pre- 
maturely. 

The second change proposed in H.R. 28 is to release the directive 
1 week after an FOMC meeting. Arguments can be made both for 
and £^inst this proposal. An early release would be consistent 
wiUi the general principle that we should inform the public of pol- 
icy decisions as soon as possible. At the same time, I oelieve early 
release could well have announcement effects that could create un- 
necessaiy volatility in interest rates in some situations for reasons 
I indicate in my written statement. 

Let me respond now to the specific questions raised in Chairman 
Gonzalez' letter regarding my knowledge of notes made at FOMC 
meetings. As I indicated earlier, I have attended FOMC meetings 
for a number of years, mostly as the adviser to my predecessor as 
president of the Richmond Reserve Bank. While in this advisory 
position I took notes in order to serve my predecessor effectively. 
The notes were handwritten, were never transcribed to type- 
written, or any other form, and were not distributed to anyone. I 
have alwavs kept these notes in locked confidential files. 

I should add I have taken only partial notes since assuming my 
current position at the beg[inning of the year. I now rely on notes 
taken by my adviser who follows the same exact procedures I did. 

I have only limited knowledge of records made by other FOMC 
participants, and I have not read or used any such notes. 

Finally, I personally do not know of any information that has 
been released by anyone at the Federal Reserve Bank of Richmond 
or elsewhere in the Federal Reserve System to persons outside the 
Federal Reserve prior to its official release. 

I would like to add one additional comment not in my written 
statement, but it probably should be. I certainly agree that the 
FOMC should be accountable for its actions. Basically, I think we 
already are. However, full and effective accountability for any insti- 
tution requires that everyone understand clearly exactly what the 
institution is accountable for. 

With this in mind, I would respectfully suggest that one of the 
most positive things Congress could do to raise our already high 
level of accoimtabiiity even higher would be to pass Congressman 
Neal's amendment which would mandate that we achieve and 
maintain a stable price level over time. 
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Thank you, sir. 
The Chairman. Thank you. 

[The prepared statement of Mr. Broaddus can be found in the 
appendix.] 
The Chairman. President Hoenig. 

STATEMENT OF THOMAS M. HOENIG, PRESn>ENT, FEDERAL 
RESERVE BANK OF KANSAS CITY 

Mr. Hoenig. Thank you, Mr. Chairman. 

Good morning. I am veiy pleased to have this opportunity on be- 
half of Federal Reserve Bank of Kansas City to express my views 
on the disclosure of information of the FOMC meetings. I will tell 
you that our district is composed of agriculture, energy, and a lot 
of small manufacturing and, therefore, is diverse. I do spend a fair 
amoimt of time within the region listening to and speaking out on 
economic policy matters. 

As to your purpose of this hearing, let me begin by sayine that 
I, like others, feel strongly that the Federal Reserve must be ac- 
coimtable for its actions and has an obligation to disclose as much 
information as possible about its deliberations and decisions sub- 
ject, in terms of balance, to maintaining the highest possible level 
of policy effectiveness. It is my belief that the Federal Reserve's 
current disclosure policies achieve these ends and this balance. 

These policies provide a detailed accounting of FOMC deUbera- 
tions and decisions. The minutes of FOMC meetings I think are 
comprehensive. They are detailed. They document the information 
considered during the meeting and the decisions of each voting 
member. Moreover, the minutes provide the rationale for the ma- 
jority's decisions and include statements filed by members who cUs- 
sent from the mfi^ority. 

In addition, the Federal Reserve reports regularly and frequently 
to Congress, ensuring further that we are accountable for our mon- 
etary policy actions, that they are explained. 

Current procedures foster an environment of open and candid 
discussion among the members of the FOMC. Valuable information 
from a variety of sources is brought to the discussion, some of it 
is provided with the understanding that it be kept confidential. 

The give and take among members provides an opportunity to 
clarify issues, allows the FOMC to synthesize a range of views. Any 
proposals that would impair this deliberative process, given current 
procedures that I believe ensure accountability, I think would com- 
promise the quality and effectiveness of policy without a significant 
offsetting benefit. 

Current procedures, in my opinion, also strike — and importantly 
strike — ^an effective balance between timely disclosure and the need 
for flexibility in the conduct of policy. These procedures, which pro- 
vide release of the minutes shortly after the subsequent meeting, 
about 6 weeks usually, allow the FOMC to respond flexibly to var- 
ious contingencies over the intermeeting period. Earlier release of 
the minutes, I think, would restrict this flexibility and could have 
the unintended effect of contributing to market volatility. 

With regard to the questions posed in your September 24 letter: 
One, I make brief notes for my personal use during FOMC meet- 
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ings, and our bank's research director also occasionally takes notes. 
These notes are kept in locked files, as is other FX)MC material 

Two, I have observed other participants takine notes during the 
FOMC meetings, but I have no knowledge of their content or 
disposition. 

And, three, I have no information about the release of informa- 
tion l^ anyone employed at Uie Federal Reserve about FOMC 
meetings prior to the official release of that information by the Fed- 
eral Reserve. 

In closing, let me reiterate that I believe the FOMC must be ac- 
countable for its actions. At the same time, it must be permitted 
to pursue effective policy and allow for dialog among its members. 
Current procedures provide, I think, the best balance toward 
adiieving these ends. 

Thank you, Mr. Chairman. 

The CHAmMAN. 'Diank you. 

[The prepared statement of Mr. Hoenig can be found in the 
appendix.] 

President Jordan. 

STATEBIENT OF JERRY L. JORDAN, PRESIDENT, FEDERAL 
RESERVE BANK OF CLEVELAND 

Mr. Jordan. Thank you, Mr. Chairman, members of the commit- 
tee. 

It seems to me this series of hearings and various proposals for 
legislation, various ideas, center on two questions. One is, what in- 
formation should be released and when? And the second is, who 
should participate in the deliberations and the formulation of mon- 
etary policy actions? 

I think that those two questions ought to be addressed in the 
context of three main issues. One is the objectives of monetary pol- 
icy. I think that can only be the highest standard of livinc^ that we 
can achieve with our resources, with our labor force, and so on. I 
know that fiscal policies and r^nilatory policies have other objec- 
tives at times, including redistrioution, but I think that monetary 
policy can only be used to try to maintain the highest growth of in- 
come and the lowest sustainable rate of unemployment 

Second, the strategy to do that, I am convinced, is maintaining 
price stability. I think that the Congress intended — what really the 
Constitution intended in maintaining the purchasing power of the 
currenq^, so that the dollar is a stable standard of vmue over time. 

And me third issue is whether or not independence furthers that 
strategy to achieve the ultimate objective. 

If these questions of what information we release and when, and 
who participates can be addressed in that context, I think we can 
clarify the issues involved. 

I believe that currently we are releasing the information that is 
neoessaiy to make it clear to people what it is we are trying to do, 
what our strategy is and that we have the ri^t people participatr 
ing in that deliberation. 

Bttparding your specific questions about notes, I took some notes 
the mvt few meetings of Open Market Committee meetings startr 
ing in Mweh 1992 with r^ard to research topics I wanted to go 
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back and get my staff to work on. I don't find it necessary to take 
those notes anymore, so I don't take any at all. 

I don't know what kind of notes are kept by other people. I am 
learning here today what notes are taken by my colleagues at the 
meeting and what they do with them. 

On the subject of leaks, I deplore it, as others have indicated. We 
are the central bank. Central banks don't leak. 

The Chairman. 'Diank you. 

[The prepared statement of Mr. Jordan can be found in the 
appendix.] 

President Keehn. 

STATEMENT OF SILAS KEEHN, PRESIDENT, FEDERAL 
RESERVE BANK OF CHICAGO 

Mr. Keehn. Thank you, Mr. Chairman and members of the com- 
mittee. 

As requested, let me briefly summarize my views on the question 
of the appropriate recordkeeping and public release of the delibera- 
tions of the FOMC. 

As I stated in my letter of January 13 of this year to you, Mr. 
Chairman, I fully support Chairman Greenspan's previously stated 
position on the various proposals for maintaining and releasing a 
more detailed record of the FOMC's deliberations. In my view, the 
minutes of the FOMC, as they are currently written, provide the 
right level of reporting and detail necessary to communicate the 
current policy concerns and actions of the committee. The minutes 
explicitly document the full range of policy arguments made during 
the discussion, and when a member of the committee disagrees 
with the resulting consensus, that member's dissent becomes an in- 
tegral part of the public policjr record. 

Based on my participation in FOMC deliberations, I believe that 
releasing more detailed minutes, most especially a verbatim tran- 
script of the meeting, without a significant delay would be counter- 
productive and would impede the development of sound monetary 
policy — ^first, by limiting ttie free flow of necessary information into 
the polic^^ process and second, by hindering the consensus process 
so essential if policy is to adequately reflect economic conditions in 
all regions of the country. 

As president of the Federal Reserve Bank of Chicago, I have an 
important responsibility to convey to the FOMC the economic con- 
ditions of the Seventh Federal Reserve District. To meet this re- 
sponsibility, I and other senior members of our staff maintain ex- 
tensive contacts with district businesses, both large and small, 
community eroups, and State and local government officials. From 
these individuals we are abl^ to gather a wide array of highly sig- 
nificant information about the district that cannot oe derived from 
public data sources — information not only about current economic 
conditions, but about changes in business practices, future produc- 
tion, labor negotiations, investment and hiring plans, and a host of 
other issues that have important value to the policy process. 

This type of information is particularly important at the present 
time. The economy is going through a very different phase than 
any that we have experienced in the past. Many of the economic 
indicators that have been useful guideposts in developing policy in 
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regional stractare oTllie FMh«1 ResMve %$Mhi «iii 
ntatian on ilie FOMC Hie ia^MCt of ralMis«i« Mdk 
pnt of the written recwd of llie FO>IC widiMt a 
dAj would only result in llie exdusion of tikis tvhI in^ 
finom llie FOM C poBgr discussion. In n^ Tiew« dns w^mM 
not be in llie imbbc intei e& i^ especially wHen ihe current ^yst oa 
of diwloMHe is able to conv^ an accurale descrqAion of m fc^ 
iasoes and arguments under^rine ibe FOMCs decisions^ as well as 
record individual votes and dissenting positions. 

As to die ^ledfic questions that you asked me to address: I pre- 
pare an outline of economic conditions in ibe district whicb fbnas 
the basis tar my remarks at eadi meeting of the POMC Aftnr Uit 
meeting, these notes are kept secured in my office until die nesct 
meetin g at wliidi time I destroy them. I do not maintain notes on 
the discussion that takes place at the meeting itself, and Chairman 
Green^wn has described the records that are kept by the POMC 
secretariat. 

As to die premature release of information from the POMC meet- 
ings, I have not talked to the press w other outside contMts. nor 
to other Federal Reserve officials who do not have authorised ac^ 
cess to POMC information and my on^ direct knowledge of sudh 
premature releases arises from articles I have se«n in various 
new^iapers. I complete^ concur with Chairman Greenspan that 
premature releases of this type of information are highly inappro^ 
priate and totally unacceptable. 

Thank you. 

[Hie prepared statement of Mr, Keehn can be found in the 
appendix.] 

Hie Chairman. President McTeer 

STATEMENT OF ROBERT D. McTEER, PRESIDENT, FEDERAL 
RESERVE BANK OF DALLAS 

Mr. McTeer. Thank vou, Mr. Chairman, for vour invitation to 
testify on H.R. 28. I will limit my testimony to the issue of FOMC 
records, although I do have opinions on other parts of the H«R 28, 
especially the part that puts me out of work. 

I became president of the Dallas Fed in February 1991, so I am 
a relative newcomer, both to the FOMC and to your great State of 
Texas, Mr. Chairman, and also Congressman Johnson's. As t^ 
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bumper sticker says, "I wasn't bom in Texas, but I got there as 
soon as I could." 

Prior to moving to Texas 2V2 years ago, I was with the Federal 
Reserve Bank of Richmond for 23 vears, the last 11 of which I 
served as manager of its Baltimore branch. I have participated in 
FOMC meetings since 1991, but did not vote until this year. 

In your letter you asked us to respond to three specmc questions 
regarding note taking in FOMC meetings. Regarding my own prac- 
tice, I don't take notes of the type I assume you mean. I do a lot 
of reading and homework prior to the meeting and I po into the 
meeting with some tentative ideas in mind. I doodle durmg our dis- 
cussions and occasionally write down a word or phrase for ref- 
erence when I speak. I don't write down decisions because they are 
simple and easy to remember, and normally come at the end of the 
meeting. 

My doodles and notes all mixed up would be of no use to traders 
or journalists. I destroy them after the meeting and rely only on 
official documents for future reference. 

Regarding your second question, notes kept by others, mv im- 
pression is that most other members and staff probably follow a 
pattern similar to my own since all who are present presumably 
have access to the official records and documents. At least, I have 
no knowledge to the contrary. 

In answer to your third question, I have no information about 
the premature release of FOMC information by anyone at the Fed- 
eral Reserve. Let me add that, in my opinion, if someone wanted 
to leak valuable information about the committee's decisions, such 
notes would not be necessary nor even verv helpful. While the deci- 
sion process may be difficult, while the debate may be difficult, the 
decisions themselves are very simple and easy to remember with- 
out notes. 

Let me comment briefly on other aspects of meeting; records. As 
a former economist, I have some sympathy for the idea of imme- 
diate release of the directive or decision. Immediate release of the 
decision would eliminate any question of leaks or the appearance 
of leaks. 

The practicar problem with immediate release of the directive is 
that not all decisions are clear-cut decisions to ease, tighten, or re- 
main unchanged. On occasion, the committee votes to nold steady, 
pending further information or developments, and wishes to give 
the chairman extra leeway to act on his own prior to the next 
scheduled meeting. More often than not, I believe, these asymmet- 
ric directives are not acted on, but occasionally they are. 

To announce a decision of no change without the proviso would 
be misleading to the public, and to announce it with the proviso 
would likelv cause the markets to react in a way not necessarily 
warranted by subsequent information. 

Given this dilemma, I believe the current arrangement is best 
Markets are able to discern the immediate decision by watching 
the Federal funds rate the following morning, and we retain maxi- 
mum flexibility to react to incoming data and changing cir- 
cumstances without misleading anyone. Then as soon as another 
meeting is behind us, we release the directive that includes the 
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prevailing circumstances, the rationale for the decision, and the 
identity of any dissenters and their reasons for dissenting. 

I personall^^ have a greater problem with videotaping and ver- 
batim transcripts of discussions than with the prompt release of de- 
cisions. I believe that videotaping or verbatim transcripts, no mat- 
ter how they are released to tne public, would diminish the quality 
of our deliberations. My colleacnies and I are willing to listen to 
each other and adjust our initial leanings in the interest of consen- 
sus-building. 

We currently don't posture for the record or for the camera. 
There is no winnine or losing the debate. There is no playing to the 
gndlery or to the folks back home. This, I am afraid, would all 
change with videotaping or its equivalent. 

I would much prefer present arrangements even with more detail 
added, as long as the detail involves the substance of the discus- 
sions and the decisions rather than the language used. I would also 
have no objection to detailed minutes, not a verbatim transcript, 
beine released after a lengthy period of several years, as long as 
the legal obstacles to such a delay could be overcome. Thank you. 

[The prepared statement of Nlr. McTeer can be found in the 
appendix.] 

The Chairman. 'Diank you very much. 

President Melzer. 

STATEMENT OF THOMAS C. MELZER, PRESIDENT, FEDERAL 
RESERVE BANK OF ST. LOUIS 

Mr. Melzer. 'Diank you, Mr. Chairman. I am pleased to appear 
before the committee today to testify on the prompt public oisclo- 
sure of Open Market Committee meetings. As a creation of Con- 
gress, the Federal Reserve System is fully accountable to the public 
for its monetarv policy actions. One way we ensure this account- 
ability is by releasing information about our policy decisions. The 
Federal Open Market Committee provides a mil accounting of its 
actions in its minutes of the Federal Open Market Committee. 

The minutes, as has been mentioned earlier, contain all impor- 
tant information about FOMC decisions, including the policy direc- 
tive agreed upon by the majority and the reasons unaerlying the 
policy decisions. Any simificant differences among those voting 
with the majority, as well as the views of any dissenting members, 
are included in the document. The minutes are released upon their 
approval by committee members at the next FOMC meeting. The 
public record thus contains the outcome of FOMC deliberations and 
the poli^ views of each member of the committee. 

I am not in favor of producing a further detailed account of 
FOMC deliberations, either in the form of an edited transcript, 
such as the memorandum of discussion, verbatim minutes, or an 
audio or videotape. Such a release, in my judgment, would impede 
the deliberative process and thereby impair policymaking. 

Arriving at appropriate policy often involves considerable give 
and take, consensus-building and debate of alternative actions. Be- 
cause of the possibility that a particular statement might be mis- 
understood or taken out of context, FOMC members would be reti- 
cent to engage in the kind of open discussion that leads to good pol- 
icymaking ifthey knew that all of their statements would be in the 
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public record. Furthermore, the release of verbatim minutes or any 
other detailed record of deliberations would discourage other par- 
ties from supplying; the FOMC with confidential information that 
is useful in determming appropriate policy. 

Turning to the timing of the release of the FOMC policy direc- 
tive, I believe that immediate release of the outcome of FOMC de- 
liberations would interfere with the deliberative process and would 
lessen the flexibility with which the Federal Reserve can respond 
to changing economic conditions. If directives were released imme- 
diately, the FOMC might be reluctant, even if economic conditions 
warranted, to take a timely subsequent action because of concern 
that such action would add to the uncertainty in financial markets. 

In addition, the FOMC would be less inclined to bias its direc- 
tives toward ease or restraint, in effect limiting its policy options. 
Consequently, reaching a consensus among FOMC members would 
be difncult, which might delay policy actions and add uncertainty 
to financial markets. 

Finally, let me turn to the three specific questions raised in your 
letter, Mr. Chairman, of September 24. I have included answers in 
my statement submitted for the record. 

To sum up, then, the Federal Open Market Committee is com- 
mitted to iniorming the public of its policies, which ultimately must 
be judged by their results. Minutes of the Federal Open Market 
Committee convey full^ the relevant information about FOMC deci- 
sions and do so in a timely manner. Thus, in my view, there is lit- 
tle to be gained by providing detailed minutes or mechanical repro- 
ductions of FOMC aeliberations, while the adverse consequences of 
doing so are potentially very great. 

In addition, the benefits of immediate release of the poli^ direc- 
tive would not seem to outweigh the potential cost of doing so. 

By inhibiting the frank exchange of views and possibly reducing 
the willingness of the FOMC to take timely actions, public release 
of the details of committee deliberations or immediate release of 
the policy directive could harm the policymaking process. Although 
intending to increase the accountability of FOMC members, me 

J)ropose(rchanges in H.R. 28 may thus impede monetary policy per- 
brmance. 
Thank you. 

[The prepared statement of Mr. Melzer can be found in the ap- 
pendix.] 
The Chairman. 'Diank you. 
President Parry. 

STATEMENT OF ROBERT T. PARRY, PRESIDENT, FEDERAL 
RESERVE BANK OF SAN FRANCISCO 

Mr. Parry. 'Diank you, Mr. Chairman and members of the com- 
mittee. As president of the Federal Reserve Bank of San Francisco, 
one of my jobs is to contribute to Federal monetary policy delibera- 
tions with information and ideas from my district. The 12th Fed- 
eral Reserve district is highly diverse. It is made up of the nine 
western States which at present include three of the more robust 
State economies in the country: Utah, Idaho, and Nevada, and one 
of the weakest, California. In fact, California has seen employment 
fall by 592,000 jobs since mid-1990. 
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With that introduction, I would like to express my appreciation 
for this opportunity to discuss the disclosure of information about 
Federal Open Market Committee meetings. As I stated in my letter 
of January 13, 1993, I believe that there should be a presumption 
that Fed deliberations should be fully disclosed unless there is a 
compelling reason not to do so. 

In the case of FOMC deliberations, such a compelling reason ex- 
ists. As discussed in my written testimony, I am concerned that 
verbatim records or videotapes would inhibit the free flow of com- 
ments at our meetings, and thus the process limit the effectiveness 
of our policy discussions. 

Now, I will turn to the specific questions raised in your letter to 
me dated September 24. I do not take notes of what is said at 
FOMC meetings. However, I do take into the meetings notes con- 
cerning the comments I plan to make about the national and 12th 
district economies, about monetary policy, and occasionally about 
special topics that are on the agenda for a particular meeting. 

These talking points are stored in locked files at the Federal Re- 
serve Bank of San Francisco, in accordance with FOMC security 
procedures. My actual statements often divert somewhat from my 
notes, and I also make impromptu comments at each meeting for 
which I have no notes. 

I also take into FOMC meetings a briefing book prepared by the 
research department at the bank. This book contains analyses and 
forecasts of developments in the U.S. economy, analysis of develop- 
ments in the 12th district, occasionally discussions of special topics 
related to FOMC issues, and analysis of monetary policy issues and 
recommendations by my staff. 

The director of research at the bank, and occasionallv his alter- 
nate, take handwritten notes of comments made at FOMC meet- 
ings when they attend as my adviser. These notes are for their own 
use in directing FOMC policy analysis within the research depart- 
ment. They are stored in their locked files at the bank in accord- 
ance with FOMC security procedures. 

Finally, with respect to your question about leaks of confidential 
FOMC information, I have never knowingly divulged any FOMC 
information to unauthorized persons prior to the official release 
date, and I have no information concerning anyone else doing so. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Parry can be found in the 
appendix.] 

The Chairman. 'Hiank you. 

President Stem. 

STATEMENT OF GARY H. STERN, PRESmENT, FEDERAL 
RESERVE BANK OF MINNEAPOLIS 

Mr. Stern. Thank you. Mr. Chairman and members of the com- 
mittee, I appreciate this opportunity to discuss issues related to 
maintaining a record of Federal Open Market Committee meetings 
and procedures followed at the Federal Reserve Bank of Minneapo- 
lis to handle confidential monetary policy material. These are in- 
deed significant matters. 

As indicated in my January correspondence, I am convinced 
there is considerable value in our current report of FOMC proceed- 
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ings. As you know, we release extensive minutes of each FOMC 
meeting shortly after the subsequent meeting. The minutes de- 
scribe the discussion and the votes of individual members. More 
specifically, they include an assessment of business conditions here 
and abroad, price developments, and performance of financial mar- 
kets and monetary aggregates. 

They report the committee's views of prospects for the economy, 
firequently including information gleaned fit>m personal contacts in 
individual Federal Reserve districts. The minutes also report the 
discussions of monetary policy options as well as the decision inti- 
mately reached by the committee, including dissents, if any, and 
the logic underpinning the dissents. 

This amounts to a good deal of information in my view, and I do 
not find merit in suggestions to prepare and release at any time 
a literal record of FOMC deliberations through videotaping or other 
vehicles. Three issues in particular concern me. 

First, given the gravity of our responsibilities, I believe it is im- 
perative that the quality of our deliberations be maintained. Open 
discussion of ideas, of policy alternatives, and of significant poten- 
tial risks to the economy are critical to sound policymaking. 

Second, some of the information we discuss is voluntarily pro- 
vided on a confidential basis. We have an obligation to maintain 
that confidentiality. 

Third, I believe our procedures carefully balance the need to pro- 
vide information to the public with the necessities of efiective mon- 
etary policy. Even small changes carry the considerable risk that 
they will disturb, perhaps unknowingly and unintentionally, this 
balance, with adverse consequences for financial markets and eco- 
nomic performance. 

As indicated in my earlier correspondence, I believe there could 
be some merit to reintroduction of something like the memorandum 
of discussion, a very detailed, although edited, accounting of FOMC 
discussions, provided that the confidentiality of such material is as- 
sured for several years. As I see it, such a document could be use- 
ful to historians and students of monetary policy when they inves- 
tigate the broad context of policy decisions and the evolution of the 
policymaking process. 

Finally, in response to your specific inquiries about confidential- 
ity, I am unaware of any unauthorized release of monetary policy 
information ever emanating from the Federal Reserve Bank of Min- 
neapolis. My economic adviser and I leave highly confidential mate- 
rial at the Board of Governors and do not return with it to Min- 
neapolis. I take limited notes during the meeting, as does my ad- 
viser. All notes or other materials are handled according to strict 
guidelines, and I attached a copy of those guidelines wim my pre- 
pared statement. Thank you. 

[The prepared statement of Mr. Stem can be found in the 
appendix.] 

The Chairman. 'Hiank you, sir. 

President Syron. 
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STAIBMENT OF BiCHABD F. STRON, PRESnKNT. 
BESBRVE BANK OF BOSTON 

Mr. SntON. Tliank vou, Mr. Chairman. In the interests of 
I wiD try to be very snort. Being involved in making 
igr is somediing that is a great responsibiUly and en 
TnuB^ from a purely perwnal perspective, I would 
views being made more public. However, as others have said, the 
key issue to me is what will provide the best policy far the people 
of the United States, and in my case for the 1st dislnct. 

In this regard I believe there are difficult tradeofib b e iw ec u open- 
ness and die effec tiven ess of the deliberations that lead to the de- 
velopment of monetary pdicy. Because we work for you as crea- 
tures of Uie Congress, tnese tradeoflb are a valid reason to have 
this discussion today. But we need to think a lot about what is 
involved. 

I am concerned that a hig^ily detailed accounting of FOMC ddib- 
eratkms, unless its release were accompanied by a delay of several 
years, would impair the ability of the FOMC to obtain and discuss 
confjoential information essential to developing monetary pobar. it 
would in^iact what I do personally. I liteitdly never go anjrwhere 
on a personal or professional ba^ without asking people about 
what is happening in the economy. 

As others nave said, being able to assure people that information 
they give you is confidentiiQ is an important part to being able to 
get t£at informaticm. I believe the vahie of this process is dem- 
onstrated by New Englancfs experience in the most recent 
recession. 

Hie recessicm began earlier in New England than it did in other 
parts of Uie country, and proportionatelv many more jobs were losL 
As a consequence some of our banks aeveloped serious problems, 
lliese difficulties contributed to a credit crunch. Hie cremt crundi 
was Uie subject of hearings held bv this committee. 

lliese prnblems were oiscussed eztensivelv at FOMC meetiiugs. 
It wouldn^ have been possible to convey tne seriousness of tms 
proUbm without discussing individual lenders and individual firms 
and how it affected their employment plans, investment plans, and 
other business decisions. 

But, if the people from whom we gathered this information knew 
it would become public, they certainly, in dieir own interest, 
wouldn't have volunteered it, and our understanding of the prob- 
lems would have been greatly constrained. 

Again, I think tradeoffs are involved. Hie more specific are die 
references in the record of FOMC deliberations, die longer would 
be the time lag required before disclosure if access to vahwble, con- 
fidential informatkm is to be maintained. 

ff confidentiality could be assured and there w»e suffidoit lags, 
I would have some sympathy for resubmitting the memorandum of 
discussion mentioned b^ others today. However, a second tradeoff 
is that much of the discussion and economic information subse- 
quently disdosed in FOMC meetings pertains to the valuation of 
assets, value dianges that can have a substantial in^iact on world 
financial markets. 

FluctnatJons in asset values can have significant intact on die 
jobs of workers, and the incomes of investors. Public ^sclosure of 



Digitized by 



Google 



32 

preliminary and exploratory discussions could generate unintended 
value changes that could lead to adverse and unnecessary reactions 
in the economy. 

In summary, the ultimate objective of monetary policy is to pro- 
mote the highest sustainable standard of living possible for Ameri- 
cans. The policymaking process should be as open as it can be, con- 
sistent with that objective, and that is what we are here to explore 
this momine. 

My formal answer to the three questions you asked, Mr. Chair- 
man, are contained in my written statement. 

[The prepared statement of Mr. Syron can be found in the appen- 
dix.] 

The Chairman. Thank you very much. May I take this oppor- 
tunity to thank you for the graciousness with which you met the 
committee in Boston when we were there for a hearing on CRA and 
with your good work with respect to CRA. 

Well, it looks like we don't have a consensus on H.R. 28 yet, but 
we are working up to it and hope springs eternal. At least we made 
a dent on Chairman Greenspan's total unacceptability. There are 
some indications there is a little glimmer there for some hopeful 
change. 

I have a couple of questions. In the questions that I had directed, 
I did ask and each one of you responded, as to their notes or 
records that you are aware of. But today's testimony by Chairman 
Greenspan reveals to me, at least, that the FOMC meetings are 
tape-recorded. 

As far as I know, I had not been aware of that, or know of any- 
body else that had been aware of that. I don't think we had been 
previously informed that there were these tape-recordings. What I 
am going to ask is if any of you knew or know about these record- 
ings being made when you submitted your written testimonv for to- 
day's hearing, or are you unaware that tape-recordings of FOMC 
meetings are customarily being made. 

Can you tell me exactly of any tapes of FOMC meetings now in 
existence that you do know about? I would be glad to near from 
any of you. 

Mr. Greenspan. Mr. Chairman, may I clarify that? 

The Chairman. Certainly. 

Mr. Greenspan. In my remarks, what I indicated was that the 
FOMC staff, in the preparation of the minutes, takes a recording 
for purposes of getting a rough transcript, but the tapes are taped 
over. In other words, we don't keep the actual tapes themselves. 
We do not have electronic recordings of the meetings. 

The Chairman. I am a little bit confused here. In other words, 
you have no tape-recordings of the actual proceedings. 

Mr. Greenspan. We have them only — as far as I know, what the 
staff does is, in order to assist its presentation and preparation of 
the minutes, it takes recordings but then tapes over them so they 
are not available thereafter. 

The Chairman. Well, I am glad my staff doesn't. Of course, I 
don't know that I would grant that much blanket authority. Any- 
way, the second question, about the so-called leaks, in your testi- 
mony, Chairman Greenspan, you say, and I quote, "From time to 
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time I have briefed members of various administrations about the 
outcomes of FOMC meetings." 

Now, you also say that you have not done it in the last 1^2 years. 
Now, what I am really wondering about, how do each of you decide 
who to approve for the Chairman's disbursal of confidential FOMC 
information? Is it just a coincidence that the official leaks went to 
Uie Bush administration, but not to the Clinton administration? If 
monetary policy chances again, who will receive those? 

Mr. Greenspan. Mr. Chairman, let me just say, as I indicated 
in my prepared text, what I do is tiy to communicate as best I can 
to Uie administration, whomever it may be, what Uie underlying 
monetary policy of the Federal Reserve is, and most importantly, 
to try to convey to them, those relevant individuals, why we are 
doing what we are doing and why we may do something else. 

In other words, I try to conv^ the substance of our (^liberations, 
because it is important for individuals within the administration to 
know what we are doing so that they can do what Uiey are doing 
better. 

In other words, we in previous testimonies have discussed the 
question of the interaction of monetary and fiscal policy and the ne- 
cessity of communicating, and that is precisely what I was refer- 
ring to. The notation I made with respect to the last year did not 
have to do with an ending of communication. 

On the contrary, I communicate more now than I have ever done. 
I was merely suggesting that an occasion to stipulate to them tibat 
we actually changed policy has not been necessary. But as I iomir 
suggested to you previously, the contacts I have personally wifli fkg^ 
indmdual key policymakers of the administration is exeeptimmlf 
extensive and works very well. 

The CHAmMAN. 'Hiank you very much. 

Mr. Leach. 

Mr. Leach. I thank the chairman. It has been 
hearing, and I have the sense that all of us are le 
other. Let me just ask, first of all, in the area that I m 
ested in many ways is how the regional bank premi 
lected. There are basically three ideas that have beoi ( 
Congress. 

One relates to whether the regional bank presic 
designated by the President with the advice and 
Senate. The second is whether regional bank ir" 
participate in the Federal Open Market Commit 
whether the regional bank presidents should be d 
Chairman of the Federal Reserve Board. All three i 
litical science dilemma regarding regional bank 
designated by boards, the majority of which are m _ 
whom they regulate, which is an awkward circtai 
as one of their responsibilities regulation; as wd 
science cUlemma of representing only one industrii 
Market Committee meetings. 

And so what I would like to ask, first, of the rs 
dents, of these three approaches, if there were d 
that perhaps no change is preferred, which of tl 
find most reasonable? Maybe I should start at tl 
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Mr. Syron. Mr. Leach, I would like to make one comment about 
the regulatoiy concern. I understand the point that you are raising, 
in that there is an appearance of a problem. With regard to regula- 
tion the Federal Reserve Act makes clear that at the district level 
the presidents act as agents of the Board. Thus I, and I am sure 
this is true of my colleagues, never discuss a regulatory matter on 
a specific institution at a Board of Directors meeting. We talk 
about banking conditions overall, but we absolutely never discuss 
specific cases that are pending. 

Mr. Leach. But you are selected by the Board and you are ac- 
countable to the Board. 

Mr. Syron. That is ridit. In response to your specific question, 
as vou mig^t expect, I think the present system has worked quite 
well, and thus of the three choices you present, if I had to choose 
I would prefer the one that represents the least change, which is 
the suggestion to have the presidents designated by the Federal 
Reserve Board. 

Mr. Leach. Sure. 

Mr. Stem, would you agree with that? 

Mr. Stern. I think I would agree with that, but I would empha- 
size that the selection of Reserve bank presidents, ultimately tnose 
appointments have to be approved by the Board of Governors, so 
they are not made simply in isolation in the Reserve districts. 

Mr. Leach. Fair enough. 

Mr. Parry. 

Mr. Parry. I think the Chairman already has — ^and the Gov- 
ernors have tremendous influence on the selection of the presidents 
at the present time. 

Mr. Leach. But of those three changes, which would you prefer? 

Mr. Parry. I would prefer the third. 

The Chairman. Mr. Melzer. 

Mr. Melzer. I just wanted to add a little to what Dick Syron was 
saying, if I coula. I think with respect to the composition of the 
boan^, as you know there are only three bank directors, and they 
come from three different groups of banks within the district In 
other words, banks are broken down by size according to capital, 
so that it is impossible, for example, for large banks to dommate 
a Reserve bank board. Second, with respect to the other three di- 
rectors who they nominate and elect, it is my experience that those 
directors are anything but pawns of the bankers. They can't be 
bank officers; they can't be bank directors. There may be an ap- 
pearance problem, but as a practical matter, from firsthand experi- 
ence, I have not seen any of those individuals to be what could be 
described as pawns of the bankers. 

And, third, in connection with the appointment of presidents, 
again, based on the experience at our bank, the search committee 
for a president would be chaired by either the Chairman or Deputy 
Chairman, a Class C director, one of the three public directors. 
There may be one bank director on a search committee, but it 
would not oe dominated by so-called banker directors. 

And, finally, as has been noted, the appointment of a Reserve 
bank president must be approved by the Board of Governors, so 
that there is a already a very important public role in connection 
with that. 
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Mr. Leach. Which of the three would you prefer? 

Mr. Melzer. It 18 difficult for me to say. I guess on the theory 
that your suggestion is the least change, perhaps that one. But I 
think, as Chairman Greenspan noted the other day, that would 
have a simificant impact, in my Judgment, in terms of the role of 
regional Reserve bank boards of directors and the great benefit 
that we get from their input. I think that is why the Federal Re- 
serve operates as efficiently as it does, because in effect we are ap- 
plying, and have been for many years, private sector management 
concepts to the operation of our activities. 

Mr. Leach. I appreciate that. My problem is my time has ex- 
pired. Let me ask briefly, would anyone differ with what has been 
said? 

Mr. Jordan. I differ, because it would destroy the Federal Re- 
serve Bank System. 

Mr. Leach. Would you prefer that, would you rather have the 
President appoint 

Mr. Jordan. I would not prefer any of those. 

Mr. Leach. Would you prefer to have the district Governors not 
on the Federal Market Committee? 

Mr. Jordan. These are not acceptable choices. Making the presi- 
dents nonvoting members, appointment by the President ana con- 
firmation by the Senate, or appointment bv the Board of Gov- 
ernors, would alter the Federal Reserve substantially, and in a 
very harmful way. It would not be a job I would want 

Mr. Leach. Of those three which would you find most 

Mr. Jordan. I would not be a part of the system if you made any 
one of those three decisions. 

Mr. Leach. That is intellectually irrational. Let me pin you 
down, Mr. Jordan. 

Recognizine you might prefer not to serve under any of them, 
which is the least appealing? 

Mr. Jordan. I think it wouldn't come to that because you don't 
have a regional diversified decentralized system of Reserve banks 
if you maJ^e any one of those changes. You have a svstem of 
branches across the country. 'Diat outcome was considerea by Con- 
gress in 1913 and rejected. It would destroy the system. 

Mr. Leach. President Hoenig. 

Mr. Hoenig. Obviously, the preference is with the current. But 
I would make a slight change in what you are saying. The three 
Class C directors are appointed by the Board of Governors, and 
rather then having it appointed bv the Board, I would suggest you 
have the three Class C directors do that with input from the other 
directors with the same veto power that is with the Board of Gov- 
ernors. That way you have it with those appointed by the Board 
of Governors, not from this elected group as such, but you have 
input from them, and yet ^ou have those three that are not elected 
actually miJ^ing the appointment, and you still have the Board of 
Governors who can veto that. 

That is, I think, a better option than perhaps your third. 

Mr. Leach. Does anyone else wish to comment? 

Mr. Broaddus. If I were forced to choose, I would choose the 
third alternative, but very reluctantly. It would change what is 
now a Federal Reserve System to a central reserve system. I went 
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through this process last year and I can tell you the Board of Gov- 
ernors played an important role in reviewing my appointment and 
also the search committee that selected me included two Class C 
directors. 

The Chairman. Let me surest that since the time has expired 
that any other comment be simmitted in writing. 

Mr. Neal. 

Mr. Neal. Thank you, Mr. Chairman. You said a minute ago you 
didn't think we had a consensus on this bill. I want to point out 
I think we, frankly, did. I did not find any support for the idea of 
the bill at all among any of our witnesses. I read that as a pretty 
soUd consensus. And I think that is important, because our wit- 
nesses are the country's premier experts on this subject. 

And so their opinion is important, and their opinion in r^ard to 
Congressman Leach's ideas also is important. And a£;ain, I think 
there was consensus. They don't think we ought to innibit what is 
now a very broad-based system. 

I want to ask these witnesses' opinion on another subject, be- 
cause I think ultimately you and Mr. Leach, in fact all of us, want 
accountability. It just seems to me we are going about it in a Uttle 
different way. I think there is a possible solution here, and I want 
to make a stw at it. It may work; it may not. 

But as President Broaddus mentioned, I want to say this to the 
witnesses. You already may know, I have introduced legislation 
which would in effect require 100 percent accountability, oecause 
it would say that the Fed should require, over time, over whatever 
time it takes to avoid recession, a particular policy, and that policy 
is zero inflation or price stability, as the economists Uke to say, we 
mean the same thing. I want us to achieve and maintain this as 
zero inflation, price stability, because I am convinced it is the es- 
sential poU^ necessary for us to achieve everything else it is that 
we want for the economy. 

It will allow us to achieve and maintain the lowest sustainable 
long-term interest rates, the highest sustainable levels of economic 
growth, the highest sustainable levels of employment, the highest 
levels of savings, and therefore investment, productivity, growth, 
the highest levels of efficiency in our economy, everything we want, 
the hi^est level of prosperity for all of our people. 

So, since I think we do know what is the best possible policy for 
the Fed, I would just like to ask our witnesses if they agree that 
this is the best policy or not, and if not, what they would say about 
it, and if they agree it is the best policy, do they think they should 
be held accountable to it, which is to say, would they support pas- 
sage of our legislation, which would in effect require the Fed to 
aaieve and maintain over a period of time, not overnight, but over 
a period of time, price stability? 

So just briefly, if I could, ask each of you to comment. Let me 
start at the left. 

Mr. Kelley. Mr. Neal, I fully support your suggestion and have 
done so over the years. 'Die Federal Reserve is a creature of the 
Congress, and the Federal Reserve should endeavor to tiy to fulfill 
the will of Congress as its boss, if you will. 

In order to achieve what the boss wants, it is necessary for the 
organization to understand just what that is. Veiy frankly, now 
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there are various voices that come to us from the Congress. I know 
of no one who has advocated inflation per se, but on the other 
hand; there are suggestions that come forth that could veiy easily 
lead m that direction, and in short, our mandate is unclear. 

I think it would be veiy helpful if it were clear. As thines are 
now^ I think it is somewhat confusing to the markets. I think it is 
confusing to iAher central banks ana to other governments, as to 
just what our mandate is from the Congress. And I think we would 
appreciate very mudi having that much more clear. 

Mr. Neal. I know I am going to run out of time, so if I may just 
ask each of you to comment as briefly as you can. I would love to 
hear in great detail from all of you, but I luiow we are going to run 
out of time. 

Mr. LaWare. I certainly agree that the primary focus of mone- 
tary policy should be price stability tempered by the additional re- 
sponsibilities for sustained economic growth and as full a level of 
employment as is consistent with those two conditions. 

Mr. LiNDSEY. I agree with your objective completely, Mr. NeaL 
I would just caution you that perhaps binding the Federal Reserve, 
the Congress mig^t nnd, binds itself with regard to fiscal policy de- 
cisions. For example, one could imagine a value-added tax beine 
passed by the Congress. I am not recommending it, but you woula 
want to think lon^ and hard about binding the Federal Reserve in 
the face of maintaining price stability. 

Mr. PHILX4IPS. I do agree with your objective in terms of that it 
should have as its goal the achievement of real sustainable eco- 
nomic growth in an environment of stable prices. I think that is 
what we are trying to achieve. 

Granted, we may disagree at times as to how to get there, and 
that is one of the very constructive parts of this assembly in the 
give-and-take process. 

Mr. BoEHNE. I would state the goal somewhat more broadly. I 
think, Congressman, that the goal of the Fed and indeed all eco- 
nomic policy is economic growth, producing jobs, and hi^er stand- 
ards of living. I think over the longer pull, the most significant con- 
tribution that a central bank can make is low inflation. But I think 
we always need to keep that in the context that that is a means 
to an end, and the end is growth, jobs, and higher standards of 
living. 

And I think clearly from experience we know we do a lot better 
with low inflation rates rather than hig^ inflation rates in pursu- 
ing those ultimate objectives. 

Mr. Broaddus. I strongly, vigorously support the amendment 
specifically because I think it would enable the Federal Reserve, 
the Open Market Committee to make its maximum contribution to 
sustained employment and growth. 

The Chairman. I will suggest that any additional comments be 
submitted in writing, since uie time has expired. In fact, we have 
gone over just about equal to the time we allowed Mr. Leach. 

Mr. Roth. 

Mr. Roth. Thank you, Mr. Chairman. Mr. Chairman, I came 
here this morning askine myself, you know, what kind of a testi- 
mony are we gomg to near today? What is our chairman after 
today? But I must say I was a little shaken by the testimony today. 
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The reason I say that is, when I look at these hearings, I always 
ask myself, how is it perceived by the general public, because here 
in our country we are really facing a severe problem of public trust 
and confidence in our institutions. 

We, as Congressmen, when we go home, we find that all the 
time. That is a big issue when we are at our town hall meetings. 
So for the American people, the Federal Reserve is really sort of 
a big question mark. What kind of powers do they have, and it is 
like a hidden hand in our economy. 

I think you ladies and gentlemen are aware of that. When I hear 
testimony of leaks and tapes erased and notes hidden away in stor- 
age boxes, the public perception is, there is something going on 
there that shouldn't be going on there. So I think the question I 
would have is, why shomdn't the public question what goes on at 
the Fed? 

Mr. BOEHNE. I think, indeed, the public does have more than a 
right. I think it has an obligation to question what goes on at the 
Fed. I think that comes through in a variety of ways when we meet 
directly with the public and through you as their representatives. 

Spewing for myself, I want to be as completely open, no secrets, 
as possible in the conduct of monetary policy. However, I think that 
we all realize that there is a tradeoffsometimes in public policy be- 
tween openness and the quality of the product, the quality of mone- 
tary policy. We are trying to find the rig^ht tradeoflT. 

Mr. Roth. Let me phrase the question this way. All the testi- 
mony I have heara this morning could be capsulized as: 
Videotapine" and verbatim transcripts, no matter when they are re- 
leased to the public, would decrease the quality of the delibera- 
tions. I think that is basically what everybody has said. So you 
make monetary policy, but Congress makes fiscal policy. Your ar- 
guments are the same aimiments we heard before Congress was 
televised. But do you think that Congress, and we make the fiscal 
policy, do you think that Congress has been less well served be- 
cause we have been televised? 

Mr. BOEHNE. I am reluctant to comment on the quality of fiscal 
policy. 

Mr. Roth. But seriously, I think that is the question, I think, 
that basically is what we are wrestling with. 

Mr. Syron. Congressman, I think that is a relevant point, but 
fiscal policy that is made in a more episodic sense. It is made not 
on a continuous basis, where monetary policy is. Monetary policy 
is reported to the Congress twice a year in Humphrey-Hawkins 
hearings. While I am not opposed to having the de^ee of openness 
that is necessary, monetary policy does require input firom con- 
fidential sources. It would be impossible to get confidential infor- 
mation fi-om financial markets, companies, and other parts of the 
private sector. 

Mr. Roth. Mr. Syron, what goes on at these meetings that is so 
confidential that is goine to hurt the public or the Congress if 60 
davs after the meeting Congress or the public read the transcript? 

Mr. Syron. I think it depends on what is discussed at the meet- 
ings. I will give you a specific example. I come to a FOMC meeting 
taudng about die credit crunch issue and I mention a specific com- 
pany in one of the States in the New England district. 
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I give the company's name, and say I am concerned that it is 
going to go out of business, this is what the employment ^ect is 
going to be, depending upon its capital flow over the next 90 days 
and what its bank does. That company is not goinc^ to give me that 
information if it is going to be included in a public^ available tran- 
script in 60 days. 

Iftr. Roth. Mr. Syron, that happens to us all the time. We get 
all kinds of cases, where people write to us, and we use that on 
the floor of Coneress without giving their names. 

Mr. Syron. They give you that information because they want to 
make a specific point and they are writing to you of their volition. 
We are going out seeking the information from them. I am talking 
about a process where we are continuously and appropriately ask- 
ing people in our districts for confidential information. I am afiwd 
that in an open, or videotaped session, you would dramatically 
alter our potential of getting Uiat information. 

Mr. Roth. I appreciate your comment. 

Mr. Chairman, I want to make this comment in closing, lliere 
is no one on this committee that is a better friend of yourselves 
than I am. But I just want to say this. In the climate we are living 
through today, where there is so much public distrust and a lack 
of coimdence in our public trust, I think we are comine to the point 
where all Hiese things are going to have to be brought out in the 
open whether we like it or not, because I think the public is going 
to demand that Thank you very much. 

The CHAmMAN. Mr. Hinchev. 

Mr. HiNCHEY. Thank you, Mr. Chairman. First of all, you are a 
very impressive group of Americans and I very much appreciate 
your being here and the opportunity to be with you. I express my 
appreciation to you, Mr. Qiairman, for providing these gentlemen 
here. 

First, with regard to the question that the chairman asked of Mr. 
Greenspan earlier, I just want to see if I understood the answer. 
As I understand it, there are tape-recordings taken of the meeting 
by staff. Those tape-recordings serve as the basis for the prepara- 
tion of the minutes that are released a month or so later after the 
next meeting. And in the interim, those tapes are then taped over 
so that no permanent record exists in that way. Is that correct? 

Mr. Greenspan. There is no permanent electronic record, that is 
correct. We obviously have roug^ notes 

Mr. HiNCHEY. You do make recordings, but the recording is taped 
over? 

Mr. Greenspan. That is correct. 

Mr. HiNCHEY. After the staff then prepares the minutes in prepa- 
ration for their release at a subsequent date, a month or so later, 
between that time, the time that the staff prepares the minutes 
and their release, do the members then have an opportunity to re- 
view those minutes? 

Mr. Greenspan. Yes. The minutes are drafted by the staff in 
some detail, circulated to the individual members to make certain 
that they capture the substance of what went on. There are 
changes that ai^ made, corrections that are made. There are a 
number of suggestions to clarify certain points. Then we have a 
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final set of minutes which are those minutes which are released to 
the public 6 weeks, generally, after the meeting itself. 

Mr. HiNCHEY. So the members in attendance then have an oppor- 
tunity to edit the minutes before they are released? 

Mr. Greenspan. That is correct. 

Mr. HiNCHEY. With regard to the memorandum of understanding 
or memorandum of discussion, rather, that was available prior to 
1976 or 1977, precisely what did that memorandiun contain? Was 
that a verbatim release of what took place? Was it rough minutes? 
How would you describe it? 

Mr. Greenspan. It was a fairly detailed memorandum. In fact, 
maybe it would be better if I asked President Boehne. who was ac- 
tually present at those times, to describe exactly what they are, 
and he could probably do it better from memory than I can firom 
nonexperience. 

Mr. Boehne. It would be hard to top your ability to do that sort 
of thing, Mr. Chairman, but let me try. What those memoranda 
were, they are not verbatim, but they went through and described 
the individual positions in a sequential way, ana they were per- 
haps — I am really guessing now, but I woula guess they would run 
maybe 150 pages or something like that for a typical meeting and 
they were released with a 5-year lag, although there were a num- 
ber of things that were taken out, particularly involving relation- 
ships with foreign central banks and other kinds of information 
that mieht damage individual firms or companies or banks or lliat 
sort of ming. 

Mr. HiNCHEY. Even after 5 years there was a danger that that 
mig^t occur? 

Mr. Boehne. In terms of some of the ongoing relationships, par- 
ticularly in the foreign area, I think that was the judgment at tfie 
time. 

Mr. Greenspan. In my comment that — ^minutes are not made 
available by other central banks, and that the Bundesbank, for ex- 
ample, makes its minutes available, I believe, 30 years after the ac- 
tual event. So the amoimt of disclosure which occurs by the Federal 
Reserve is far above any disclosures made by other central banks 
amongst the industrial countries. 

Mr. HiNCHEY. But it is less so than it was prior to 1976 and 
1977? 

Mr. Greenspan. In the sense that we make — I would suspect 
that our actual minutes now are more inclusive than they used to 
be, and far more representative of the substance of the discussion. 
But they are not as long and detailed as the memoranda of discus- 
sion that existed 15 or 17 years ago and earlier. 

Frankly, I would suspect the person who wanted to find out what 
happened at an FOMC meeting would learn far more fi*om the min- 
utes we produce today than having to plow through one of those 
memoranda of discussion of an earlier period. 

It is probably useful for scholars who are very interested in the 
extreme detail of the deliberations, but I will tell you, if the pur- 
pose is to find out what happened, that is not the best way to do 
It. 

Mr. HiNCHEY. So, Mr. Chairman, is it true, then, that as a means 
perhaps in part to compensate for the elimination of the detailed 
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memorandum of discussion, the elimination of that in part, the ra- 
tionale — since that was done — let me rephrase the question. Since 
that was done at some point in 1976 or 1977, in order to com- 
pensate for that absence now, the minutes that are produced on a 
monthly basis are more detailed than they would have been prior 
to that? 

Mr. Greenspan. I think that is true. 

Mr. BoEHNE. That is correct What is now put out is more de- 
tailed than was put out pre- 1976, and also is released more 
promptly. And I thmk in a much more usable fashion. If one wants 
to go badL and look at what happened at a particular policy meet- 
ing, I, for one, would prefer to read the minutes that we now 
produce than to plow through those old memoranda of discussion, 
just in terms of practical 

Mr. HiNCHEY. Mig^t I ask just one more brief question? I notice 
that in the minutes you provided, as appended to your testimony, 
Mr. Chairman, there is some discussion about events that took 
place and various thin^ that are said, but it doesn't attribute the 
statements to any particular member. What is the reason for that? 

Mr. G^ENSPAN. There is a good reason for that. First of all, let 
me say there are two positions one takes at these meetings. You 
are eitner in favor of the final result, meaning you are part of the 
majority, or you are in the minority. We try to explain in some de- 
tail Hie rationale that has been developed during the meeting by 
those who eventually voted for it. So in that sense, each member 
of the majority is essentially subscribing to the views that are in- 
volved in that decision. 

Those who dissent, for whatever reason, write special dissents 
specifically. The reason why we emphasize the overall view of the 
committee is that this by statute is a committee, not a group of in- 
dividuals, and that we have responsibilities as a committee and are 
held responsible to the Congress for what it is we do as a commit- 
tee, not as individuals. 

Mr. HiNCHEY. But isn't it true the committee is influenced or 
may be by statements that are made by individual members of the 
committee? That is the purpose of the discussion, and although one 
sees the vote, those who voted for and against, those who voted for, 
particularly, for example, with regard to the discussion of Ml, M2, 
and M3 that took place at the meeting that is reported in the Feb- 
ruary meeting, certain people may have been influenced by state- 
ments made by others at that meeting and they may have voted 
on the basis of those statements. 

Isn't it instructive to know who is influencing people to vote a 
certain way? 

Mr. Greenspan. That is difficult to do even in the memorandum 
of discussion, because what it is that creates changes in points of 
view or why people come out in certain ways is not always that 
clear. Sometimes in the discussion somebodv will say, I agree with 
that or I don't agree with that, or I see wnat you mean or some- 
thing of that nature. What we would actually need is a different 
type of set of minutes that would not express what the committee 
is doing, and in that regard we have discussed this and looked at 
it at great length and have concluded that it is important that we 
emphasize what the consensus of the committee is, because that '~ 
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where the action and the directive comes from, and for which we 
are held responsible as a group. 

And I think that if we endeavor to start to separate this group 
into individuals, we would lose the strain of tne importance of 
bdng a committee as differentiated from the individual members 
themselves. 

Mr. HiNCHEY. Thank you, Mr. Chairman. 

The Chairman. May I iust add one thing here, to clarify, with 
respect to the Bundesbank, itiey report to the press immecUately 
after their meeting regarding their decisions. 

Mr. Greenspan. They report their decisions, but they do not re- 
port their deUberations. 

The ChairaiIAN. Well, no, we are not talking about the same 
thing, thou|;h. Unlike the case of the Open Market Committee, you 
are not saymg their decisions are reported immediately. 

Mr. Greenspan. I am basically sa^ng you don't know what the 
vote of the Bundesbank Council is for a very long period of time. 
They don't say who voted for what. All you get is the final conclu- 
sion. 

The Chairman. I don't want to go into it, but there is a vast dif- 
ference between the culture and the historical association of that 
class of banker in a country like Germany and ours. The bankers 
in a country like Germany look upon themselves as part of the offi- 
cialdom of the administration. And I don't think we have that tra- 
dition in our country. But I don't want to get into that. 

I want to thank you for giving me the opportunity to interject. 

Mr. Ridge. 

Mr. Ridge. Thank vou very much, Mr. Chairman. Chairman 
Greenspan, obviously mm the comments of some of my colleagues 
and some of the legislative initiatives, there is some concern about 
the mystique surrounding the environment with which the Open 
Market Committee operates. As my colleague at the left was con- 
cerned about, an increasing interest in the body politic of more sun- 
shine, greater disclosure, uiat is the political side of the discussion. 

The policy side of the discussion, I think, recognizes the legiti- 
mate need to keep the different contingencies that you had dis- 
cussed, some of the confidential information you glean from those 
involved in the economy within the region that helps you come to 
the conclusions or certainly enables you to draw on information in 
the marketplace to deliberate and then make some decisions. So we 
are trying to balance the public's right to know with your need to 
make some fundamental monetary policy decisions. And I under- 
stand ^at, but I am very interested from your perspective in learn- 
ing whether or not the manner in which you deal with the question 
of public access to monetary policy decisions differs from other 
central banks. 

And to the extent that it differs, are there any lessons to be 
drawn from the experience of other central banks where they may 
have provided either by design or unintentionally earlier access to 
the information involving your deliberations or accidental access as 
it affects monetary policy or minimizing inflation? 

Can we look to the central banks in other industrialized democ- 
racies and draw any conclusion if the manner of dealing with this 
differs from ours? 
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Mr. GREENSPAN. We are so far ahead in the issue of disclosure 
and indicating to the public what we do and why we do it and who 
votes what on various different directives, that there is almost no 
comiMuison. The general culture of central banking outside the 
United States has far, far less elements of openness than we have. 
It is nart of their culture, as the chairman says. So I don't nec- 
essarily think that we should be endeavoring to view essentially 
what cAhers do as a model for what we do. We have a different type 
of culture. It is a far more open one. 

And that is reflected in our central bank as well. The trouble, un- 
fortunately, is that central banking by its nature cannot be open, 
fully open, without undermining our capability to implement our 
role as described by the law. It is a terrible dilemma that we have, 
and I personally, in fact, all of mv colleagues believe that we would 
like to have eveiythine out in tne open. The only trouble is were 
we to do that we wouldn't be able to do our jobs. So it is a veiy 
delicate and difficult balance that we believe that we at the central 
bank in conjunction with the Congress over the years have accom- 
plished — a fairly reasonable balance that I think balances our cul- 
ture on the one hand, and the necessity of operating in maikets on 
the other. 

I don't think that tradeoff even remotely resembles that which 
exists in any other industrial country. 

Mr. Ridge. Are there anv examples of which you are aware 
where the public or the marketplace in any of the industrial coun- 
tries mav have gained access, not through appropriate public dis- 
closure, but through leaks of the sort that haa an adverse impact 
on the marketplace? 

Mr. Greenspan. I assume they go on from time to time. Any in- 
stitution which has got large numbers of people will tend to do 
that. The difference, however, is that in many of those institutions 
there is a single Governor and a Deputy Governor and very few 
people who are involved in the process, and hence the probability 
of leaks are much lower than where you have a large niunber of 
people involved. 

Mr. Ridge. I appreciate that, I g:uess, and I apologize for being 
late. As I gleaned through some of your testimony and listened to 
the few witnesses that I had an opportimity to hear, the contin- 
gencies, the economic contingencies that ^ou discuss and the infor- 
mation that you share and the dialog with which you enrage and 
challenge one another, it is your collective opinion that the public 
disclosure of those contingencies or that confidential information, 
and I suspect engaged dialog, in your judgment, would bring vola- 
tility, far more volatility to the marketplace to outweigh the need 
for us to see immediate!;/ the entire course of your deliberations? 

Mr. Greenspan. That is the judgment of this committee, and I 
believe it is unanimous, unless I hear those who wish to dissent 
from Hiat, because we have discussed this issue nt very consider- 
aUe lengtJi. We have no vested interest in not disclosing what we 
are doing as quickly as we can and as hmcidly as wi» CAn. The sole 
reason miy we choose not to is because \\^ Ivliv^x"^ (hAt thp imple- 
mentation of policy would be impairod. 

Mr. Ridge. Thank you, Mr. ChAirnmtv 

Die Chairman. Thank you. 



Digitized by 



Google 



44 

Mr. Fingerhut. 

Mr. Fingerhut. Thank you, Mr. Chairman. Mr. Chairman, I do 
have an opening statement I would like to submit for the record, 
witii your permission. 

The Chairman. Certainly. 

[The prepared statement of Mr. Fingerhut can be found in the 
appendix.] 

Mr. FiNC^RHUT. I would say that based on what I had heard at 
the beginning of these hearings, I would associate myself with 
some of Mr. Neal's opening comments, both with respect to the sub- 
ject of the hearing and also his other resolutions. 

I have enjoyed these hearings, Mr. Chairman, and I appreciate 
you calling tfiem, because it is an extraordinary opportunity for 
someone new to this committee both to have an exchange witn the 
Chairman of the Federal Reserve and now to do so with all the 
members of the Federal Open Market Committee. 

Last week. Chairman Greenspan, we talked about the coordina- 
tion of fiscal and monetary policy, and you, on the record, and I ap- 
preciate it, were very open about the extent to which you do meet 
with the relevant persons in the administration who are charged 
with developing fiscal policy. And I, in fact, commend you and the 
administration because we have seen a coordination between fiscal 
and monetary policy over the last period of months that is better 
than some of the times in our history. 

Having the rest of the members of the committee here today, 
though, prompts me to take the question a step further. While we 
tend to report our economic results on a nationwide basis, we know 
that we are, in fact, a very diverse nation, and that often the re- 
sults that make the headlines in the Wall Street Journal are a 
compendium where, in fact, some areas are doing very well and 
some areas are not doing as well as they should be. 

I would be interested in any comments, and I will just turn my 
time over to the panel, as to now we do and how we can improve 
our coordination of technical fiscal and monetary policy, and indeed 
the broader range of actions we take here in the Congress on a re- 
|[ional level, so the sustained eprowth we all are seeking is one that 
IS spread equally Uiroughout tne country. 

Mr. Syron. May I try answering that question? I think your 
question is a very apt one particularly at this point in time, be- 
cause we all collect data on what happens in our regions. Actually, 
if you look at this recession's recovery period, you'll notice that the 
variance in regional economic performance is very, very dramatic. 

In some places you would hardly know there had been a reces- 
sion. In some cases, which unfortunately, includes my district, you 
would hardly know there has been a recovery. This type of transi- 
tional situation underscores one of the great values of the system, 
when published information is not adequate, we have the ability to 
gather information on an anecdotal basis and get a better feel for 
what is happening. 

While the most important determinant of what happens to any 
part of the country is the national economy as a whole, another 
value of the regional system that it is completely consistent wiA 
the Federal system of government we have, is the input of all parts 
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of the co untry in dedding what melded poKqr on a crudely average 
basis is best for the Nation as a whole. 

Other countries have had policies of diffe re nt kinds to deal witfi 
distressed versos nondistressed rcnons. Hie history of success of 
that approadi is mixed at best. Our approadi of estaUidung a 
common national poH<^, taking into consideration regional dif- 
ferences, has really worked oat quite well in an overaD sense. 

Mr. McTBER. Can I just add a footnote to that? To tie toppeifaer 
your comments about regional differ ences in the co untry , a district, 
and the ouestion of release of information, we do what ^nty call a 
bein boML, which is the result of a very extensive set of interviews 
wim various sources fay eadi Federal Reserve Bank and we actu- 
ally pubKdi aD of that material that goes into the beige book prior 
to the FOMC meeting so the public has that even before we get to- 
gether, to me, just a footnote. 

Mr. HOSNIG. I think brinpng regions to the meetings is very, 
very important in terms of bringing the differences that occur 
around the country together and forming monetary policy. As tw 
as the coordination with fiscal policy, though, you do not want 12 
regions trjfing to coor din ate fiscal policy with people. 

I diink that is why you bring it to the Open Market Committee, 
and why it goes to the Chairman, who thai has the best means of 
informing and so forth in the rig^t contexL 

So it is important we bring it together, but how we coo rdin ate, 
I think, has to be done very, very carefoDy. 

Mr. Fdkshhut. I appr e ci ate aD of the answers. 

Hie Chasbman. The time of the gentleman has e xpir ed- We have 
another panel foDowiiig 

Mr. Knoixenbebg. lliank you, Mr. Qudrman. I must be the last 
one, looking around. I ap p r ec i ate the testimony of this pand, 
aally CSiairman Greenspan. You have been here a number 
and it is a pleasure to see you come badL each time. 

lliere are pr opo sa ls that are being tossed about rr ga rdin g 
ckwely tying the FOMC and the Fed to each adminismtaon, and 
we have heard some omiment about you folks being the foxes that 
guard the Hiifkm house, I don't espeaally believe AaL 

In foct, if you look, the fhirkens seem to be in pretty good diape, 
so I would say you are doing your job very adequatdy. As I have 
said before, you are imihably the envy of th^ rest of the world. 

niere is a lurking feeling out there, and it has been talked ; 
by a cou|^ of my colleagues, as to getting things out in the _ 
the snnAine Congres s seems to, of course, hear a lot about that 
of late. The 14^fear terms are one thing I hear about firom waj am- 
stitnency. Is there anydiing magic about 14 years? This is ad- 
dressed to you. Chairman Green^nn, in the time that remaiu, but 
is there anythin g magic about those 14 years? 

Could it be ffaortened to 4 years or 6 years? Would thai, in foct, 
do aiiythiag to alter the process, and your success nSe? 

Mr. Gbeenbpasc. Wdl, let me say, Con^pressman, that th^e 14 

in 1913 in a n end eavor to insulate the member s of the Fc 

serve Board firom political — finom diort-term political i 

to e flB pc ti ve ly spread out the appointment prtioess of each individual 
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President of the United States. So in that sense, is there a magic 
element involved? Obviously not. 

Clearly, it could be shorter or it could be longer. That is a judg- 
ment that the Congress has to make. As a practical matter, few of 
us actually serve tne 14 vears. So it is not a practical issue. It is 
an issue more of statute man it is for implementation. 

I call on my other colleagues to make other statements they 
would like to make. 

Mr. Knollenberg. Before you get to that, would you have any — 
I assume, and I shouldn't assume, I guess, but I assume you would 
feel differently about appointing the Fed Chairman at the com- 
mencement of a President's term. 

Mr. GbtEENSPAN. I must admit I go back and forth on this par- 
ticular question, because there are pluses and minuses as to when 
the Chairman and the Vice Chairman of the Federal Reserve Board 
are chosen. And it is very rare that I don't have an opinion strongly 
on one side or another. But the weight of evidence on both sides 
of this argument are as balanced as I remember any particular 
public policy issue getting. 

Mr. Knollenberg. In the time remaining, anybody else want to 
chime in and offer a comment? I assume you speak for the group. 
Then in that case I will conclude my questioning and I thank you, 
Mr. Chairman, for bringing these folks in. Thank you very much. 

The Chairman. Thank you. 

Mr. Greenspan. Mr. Chairman, one of my staff has informed me, 
and I would correct this for the record, the 14-year term goes back 
to the 1930's, not to 1913. So I amend my statement accordingly. 
. Mr. Knollenberg. You stand corrected. 

The Chairman. Gentlemen, thank you. Mr. Leach has requested 
1 minute for, I guess, a summation. 

Mr. Leach. Not a summation, but in our booklets we have a 
statement from David Mullins, and I would like to ask unanimous 
consent that it be presented for the record as well. 

The Chairman. Without objection. 

[The prepared statement of Mr. Mullins can be found in the 
appendix.] 

Mr. Leach. Second, I want to respond from a personal perspec- 
tive on the Open Market Committee issue. There has been a very 
emotive response from one of the Federal Reserve Bank presidents, 
but let me as carefully as I can say that the policies of llie Federal 
Reserve Board of the United States of America, when it comes to 
regulation, have had multi-billion-dollar implications for the fiscal 
poTicv of the United States; that is, the LDC lending circumstance 
which was partlv regulatoiv-oriented decisionmaking, has caused 
us to write off billions of dollars of public debt. 

I raise this because we have a circumstance in America today 
that for the first time in the last 50 years, Federal Reserve Board 
regulated institutions have lower— lower, I repeat — capital ratios 
required than State-regulated institutions. By historical perspec- 
tive, I think it very important that the Congress of the United 
States note that the independence of the Federal Reserve System 
is the tradition and the history of 20th century America. The Fed- 
eral Reserve Board has a marvelous record which this Congress 
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must honor. But not all aspects of this record have been or are per- 
fect 

The ChairaiIAN. lliank 3rou very much. Mr. Neal is recognized for 
unanimous consult request 

Mr. Neal. I just wanted to ask that the rest of you, if you would, 
comment to me and for the record on these two questions; whether 
or not you agree that price stability is the best poliqr for the Fed, 
and whether or not you think the Fed should be held accountable 
for achieving and maintaining that policy by legislation. 

The Chairman. Mr. Neal, the Chair had indicated that when we 
recognized you, your time was up; and any additional participation 
by any Member be submitted in writing for the record. Also, eveiy 
member of the committee, both present and absent, is given unani- 
mous consent to submit written questions to the meim>ers of this 
panel, provided they do so by the time you receive the transcript 
of the proceedings. 

Gentlemen, thank you very much, and lady. Thank you veiy, 
veiy much. 

We have another panel, and I must apologize for the time thev 
have had to sit all morning long, but it is a very important panel, 
and one to which I want to offer my profound personal thanks for 
their constant cooperation with us. 

It consists of the famous and internationally known Anna 
Schwartz of the National Bureau of Economic Research; Mr. James 
Meigs, economist for the First Interstate Bank Corp., and Mr. Rob- 
ert Craven, Fixed Income Management Group. Thank you very 
much. 

Dr. Schwartz, I particularly want to thank you for your constant 
help to the committee and some subcommittees. I understand you 
have a time problem, and I can appreciate that, given the lengtJi 
of time you have had to sit here this morning. 

STATEMENT OF ANNA SCHWARTZ, RESEARCH ASSOCIATE, 
NATIONAL BUREAU OF ECONOMIC RESEARCH 

Dr. Schwartz. Thank you, Mr. Chairman. I am here to comment 
on two provisions in section 4 of H.K 28 relating to prompt public 
disclosure of Federal Open Market Committee meeting^. One provi- 
sion would require the Federal Reserve to videotape and transcribe 
FOMC meetings and to make the videotape and transcription pub- 
lic within 60 days after a meeting. Another provision woidd require 
the Federal Reserve to make public within a week of an FOMC 
meeting the domestic policy directive voted upon and issued to the 
trading desk in New York after each FOMC meeting. 

Let me first discuss the provision regarding the maintenance of 
detailed records of Federal Open Market Committee deliberations 
and their public disclosure. 

To gain some perspective on this provision, it is helpful to trace 
historical developments on the availability to the public of informa- 
tion on the Federal Reserve's conduct of monetary policy through 
its purchases and sales of open market securities. Three subperiods 
may be distinguished on this matter in the Federal Reserve's 
history. 
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The first period was before 1936. The second period was from 
1936 through March 1975. And the final period is the one since 
March 1975. 

In the period before 1936, abbreviated minutes of Open Market 
Committee meetings beginning in 1922 were maintained, but re- 
stricted to internal use. Information on the Federal Reserve's ac- 
tivities is, however, available in two sources; one, the Library of 
Congress for the diaries of Charles Hamlin, a member of the Fed- 
eral Reserve Board from 1914 to 1936, and Columbia University for 
the papers of George Harrison, a Governor and then president of 
the New York Fed from 1928 to 1940. 

Charles Hamlin recorded his observations on the views of impor- 
tant Federal Reserve personalities and on the pressure of events on 
the decisions reached by the Board. The Harrison papers contain 
a wealth of documentary evidence, including the minutes of Open 
Market Committee meetings, official correspondence, memoranda 
exchanged in connection with those meetings, minutes of the meet- 
ings of the board of directors of the New York Fed at which system 
policy was analyzed, and a full record of Harrison's conversations 
with leading figures in the system. 

In the second period, March 1936 through March 1976, detailed 
minutes or memoranda of discussion were prepared for each FOMC 
meeting. Before 1965 these records were held to be confidential 
documents. In 1964 the FOMC adopted a policy to release minutes 
of each meeting held through 1960 and for the release of minutes 
for subsequent meetings with a 5-year lag after the calendar year 
in which tne minutes were taken. 

This action by the FOMC was a response to congressional re- 
quests in the early 1960*8 for FOMC minutes and the publication 
in 1963 of a monetary history of the United States, from 1867 to 
1960, of which Milton Friedman and I were coauthors. While the 
book was in draft, we sought but were denied access to the minutes 
of the FOMC by the Federal Reserve at that time. We had to sub- 
stitute the Hamlin diaries and the Harrison papers for the period 
they covered. 

By 1964, despite its refusal 2 years earlier to let us see minutes 
of meetings, the FOMC apparently decided that disclosure of the 
minutes after a 5-year lag posed no threat to the Fed. 

In May 1976, the FOMC announced that after the March 15-16 
meeting, memoranda of discussion would be discontinued, and the 
views of individual participants expressed {it FOMC meeting 
would no longer be documented. The announcement apparently 
was inspired By the adoption of the Freedom of Information Act 
and the Sunshine Act that made it difficult for the Federal Reserve 
to maintain confidential and secret information. 

The March 1975 meeting of the FOMC is the last one to date of 
which minutes have been made public. 

I favor reinstatement by the FOMC of its former practice of 
maintaining detailed minutes of its meetings and publication of the 
record after a fixed period of time to protect the Federal Reserve 
against premature disclosure of ongoing, imsettled issues. The 
record should be verbatim. A videotape is neither essential nor de- 
sirable. The record should be verbatim subject to correction within 
a brief period by the participants for inadvertently misspeaking. 
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If the Federal Reserve regards 60 days as to short a delay for 
publication, I would not object to lengthening the delay to 1 year 
for a full record of the minutes of a meeting. 

Absence of the minutes of meetings since March 1975 has de- 
prived scholars of information on the formation of monetary policy 
and limits research. I am familiar with a recent proposal fay a well- 
known scholar to study Federal Reserve performance in recent dec- 
ades. That scholar intends to resort to interviews with former Fed- 
eral Reserve dficials as a substitute for the unavailable minutes 
since 1975. Hie better course would be for the Federal Reserve to 
publish whatever documentation it has maintained for each meet- 
ing in the period since 1976. 

Let me now discuss the question of the appropriate length of 
delay of the release of the FOMC domestic policy directive. Current 
practice, which began in 1976, is for directives to be released after 
nnandal markets close on the Friday after the subsequent FOMC 
meeting. This is a lag of approximately 45 days after the meeting 
at whicn the directive was adopted and after another directive has 
been adopted. The directive that is released is always an outdated 
one. 

The position of the Federal Reserve is that earlv release would 
harm its abiUty to conduct monetary policy and the government's 
commercial interests. It has asserted that prompt release of the di- 
rective would have an announcement effect on financial markets. 
Market participants would hasten to realize gains in anticipation 
of the Federal Open Market Committee's purchases or sales of se- 
curities that would lead to substantial admtional costs for the gov- 
ernment's debt financing. 

The Federal Reserve argument boils down to the claim that 
prompt release would cause increased interest rate volatiUty that 
would raise the average level of interest rates. Is there evidence to 
support these claims? 

Althou^ official release of the directive is delayed for approxi- 
mately 45 days, the WcUl Street Journal has reported the contents 
of the directive within a week of each of 11 FOMC meetincs out 
of the 34 meetings that took place between March 1989 and Bftay 
1993. These are leaks that the newspaper attributes to, quote, 
'"government officials," or ""people familiar with the Fed's delibera- 
tions." The newspaper articles correspond closely with Ae FOMC 
directives that were later published. 

Prof. Michael T. Belongia of the University of Mississippi and his 
coauthor, Kevin KUesen, have analyzed the 11 leaks as if they rep- 
resented the immediate release of me directive. The authors exam- 
ine changes in the Treasury bill rate on each of 5 days before and 
5 days mer the WcUl Street Journal stoiy appeared to see i£ the 
T-bill rate changes support the Federal Keserve's argument that 
the early release of the content of the directive would be associated 
with increased volatiUfy in short-term interest rates. 

The authors find that any such effect was negligible even when 
the directive contradicted expectations based on current market 
rates. Moreover, even if there were large responses of interest rates 
to each of the 34 directives since 1989 on the assumption that they 
contained news different fi'om existing market expectations, the in- 
crease in variance was numerically small. 
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Belongia and Kliesen also raised doubts that increased volatility 
of the limited mamitude they find around the dates of leaks would 
raise the average level of interest rates on all other days. 

I reach two conclusions. One is that the Fed would oe better ad- 
vised to release the directive promptly instead of selectively^ leaking 
its content. Market participants scrutinize every scrap of informa- 
tion on prospective Federal Reserve actions. The market will per- 
form better if the scrutiny is based on the actual directive, however 
Delphic its content, rather than on rumors and coiy'ectures about 
the directive. It is hard to accept the view that markets perform 
better the less information they have. 

My second conclusion is that the Fed is needlessly concerned 
about the supposed disturbing effects of prompt release of the di- 
rective on volatility and the level of interest rates. 

If FOMC meetings were held on Thursday and Friday and par- 
ticipants had an opportunity over the weekend to review the ver- 
batim record to correct instances in which they misspoke, the Fed 
could then release the domestic policy record and this abbreviated 
information record on Monday morning when U.S. markets opened. 

Finally, let me say that these hearings are devoted to peripheral 
aspects of Federal Keserve operations. The hearings do not touch 
on the substantive questions: What are the Fed's objectives? How 
effective are the operating procedures it follows to achieve its objec- 
tives? 

So I applaud the legislation that Congressman Neal is pro{ 
that price level stability should be the sole Fed objective, 
you. 

The Chairman. Mr. Meigs. 

STA TEME NT OF JAMES MEIGS, SENIOR VICE PRESIDENT AND 
CHIEF ECONOMIST, FIRST INTERSTATE BANK CORP. 

Mr. Meigs. Mr. Chairman, members of the committee, it is an 
honor for me to appear before you to express my views on this im- 
portant matter. I am familiar with the materials we have been dis- 
cussing, the policy record, and the proceedings, because I used 
them for many years in three capacities: One, as an economist at 
the Federal Reserve Bank, where we were providing analytical sup- 
port for the president of our bank in preparing; for meetmgs of the 
Open Market Committee; second, as a researcher, writii^ and lec- 
turing on money and banking, monetary policy, and worlafbiancial 
markets; and third, as an economist or consultant for banks, secu- 
rities firms, savings and loan associations, and other institutions. 

I have had no experience in the oversidit role implied by Con- 
gress' power to coin money and regulate me value thereof, in arti- 
cle 1, section 8, clause 5, of the U.S. Constitution. However, I think 
my recommendations may be helpful to you in that function. 

I have three recommendations. One, the Federal B;e8erve should 
publish the policy record of the Federal Open Market Committee 
within 1 or 2 days afler each meeting of the committee. The policy 
record should clearly state any changes in policy and the reasons 
for the changes. 

Second, the FOMC should resume the practice discontinued in 
1976 of having the committee secretary prepare a memorandum of 
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need for a clear statement of the responsibility or mission for which 
an individual or an organization can be held accountable. 

Such a statement or mandate is lacking here. After 200 years of 
constitutional histoiy, we still have not clearly decided what the 
mandate for control of the money power is or where it resides. 

The Federal Reserve System and most other central banks pur- 
sue multiple objectives at the same time, economic growth, employ- 
ment, price staSility, interest rates, and exchange rates and otners. 
Eiq>erience of many years and many countries demonstrates that 
it is impossible to achieve all of the objectives set by central banks 
and the governments simultaneously. 

In operating and in reporting to the governments and the public, 
it is agonizingly difficult for the central banks to decide which ob- 
jective or objectives to stress. 

Consequently, there is an inflationaiy bias in monetary policies 
of many countries that is extremely difficult to counteract. 

Most important, there is no simple tradeoff that would permit 
central banks and governments to achieve higher real economic 
growth by tolerating more inflation. Instead, a stable price level 
would provide the best possible foundation for maximizing opportu- 
nities for increasing employment and real incomes. 

Now, this Congress could cut the knot by instructing; the Federal 
Reserve to maintain a stable price level — zero inflation — ^to regu- 
late the value of the money. That is, the Congress could tell uie 
Federal Reserve to do something it can do and that would have a 
tangible, measurable result. 

The Federal Reserve could then concentrate on learning how to 
do that and doing it. The Congress could hold the Federal Reserve 
accountable for carrying out that responsibilitv. 

The Congress could and should examine all information coming 
from the FOMC, including the memoranda of discussion, and the 
policy record, to assure itself and the public that the value of 
money is well regulated. The voters ultimately would hold both of 
these bodies accountable for the results. 

Thank you. 

Chairman Gonzalez. Thank vou very much. 

[The prepared statement of Mr. Meigs can be found in the 
appendix.] 

Mr. Craven. 

STATEMENT OF ROBERT CRAVEN, FIXED INCOME 
MANAGEMENT GROUP 

Mr. Craven. Chairman Gonzalez, members of the committee, 
thank you for the opportunity to address you this morning. 

Congressman Neal, as you stated, the Fed clearly has done a 
good job and I would agree with you and I also would say it is easy 
to be critical and I would like my comments today to be taken in 
a constructive light. 

It is a very, very tough job that the policymakers are harnessed 
to, I realize that, but it's a shame that they have chosen to cloak 
their communication in what I feel is unnecessary secrecy. Some- 
times it seems almost designed to confuse and mislead the market- 
place. 
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It is as if I were a heart surgeon and I was here before yvui^ 1 
eoaU explain in two ways heart disease: one in medka) tenas» 
whidi none of ns would understand; and the other is that the mus^ 
cle is weak and the veins are dogged, and you would get the point 

When I look at the committee and I see few in attendance and 
I am told— believe me I am very naive in the ways of Washington— 
but I am told there are members who are intimidated by KM lan- 
guage, Iw the members of the Fed, and I understand that com« 
pletely. I think that the Fed is euiliy of using languase to intimi- 
date and that is something that ithink needs serious attention, 

I would like to testify on the imoact of leaks on the financial 
market as you asked me to do. I would like to expand also mv com* 
ments to indude what I feel to be a general lack of central bank 
control over the members use of the media, a lack of discipline, and 
how that is detrimental to the marketplace and ultimately costly 
to the taxpaver. 

I am not here to solidt sympathy for the trading community be- 
cause I don't think they need it, but if we can draw the line to the 
taxpayer maybe it makes more sense. 

I would also like to suggest that procedure be improved as Or, 
Schwartz and Jim Meigsnave done, regarding dissemination of 
Fed policy. 

My presentation is in three parts. The first concerns leaks of the 
outcome of the deliberations, that is the vote, and the turmoil 
caused by those leaks, the extreme volatility. I use the term vio- 
lence in fact in the marketplace. As a result of these leaks, a pre- 
mium of uncertainty is built into the interest rates (meaning high- 
er) and the burden is carried by the taxpayer because of nlgner 
Treasury borrowing costs when auctions take place near or around 
the leak. 

Two recent leaks will serve as examples and if I have time to 
plow throufi^ them, I would like to. 

Second. I would urge change in procedure surrounding the re- 
lease of ttie minutes. 

My view is that the directive should be released immediately 
after deliberations; and second I would suggest that policy not be 
changed until the next meeting and I would just brusn on this \m 
cause it represents a major change in Fed operating procedure, \nii 
it dovetails with the discussion. 

Last, other than leaks, under the Greenspan Fed, s^ime ptMcv- 
makers use the media to air their own viewpoints even if at (Ulau 
with current Fed policy. This is my personal view. Homa p/ilicy 
makers seem to be intent, at this particular time, on selling them 
selves through the media. 

Second, general commentary is oflen ill informed snd re#;kless. 
Such commentary destabilizes the finandal markets every bit ss 
mudi as the leak/ 

This loose cannon approach must be stopped, AltfK/ijf^i drunffi 
span pledged to stop the leaks after some urging \fy ttiis rjffnmUJUm, 
he needs to en force a measure of disdpline f/n policymskirfs y^mi^m 
use of die media. 

LetTs first address the leaks and I will skip %0ffu»i //f tlos {(i^t^u 
our time eonstraints. The leak of May 21, W^fz, (.nrfH^A ou p«<$*s 
A2 mod C20 of the Wall Street Journal — by U^i wsy, //ri tEirv^finl /y^^ 
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casions I have confronted the Journal and talked to the reporter 
involved and, of course, the response is the same, that we are doing 
our job. One wonders why Reuters and Dow Jones and Knig^t- 
lUdder are not doing their job? 

This leak was carried first in the Asia edition of the Wall Street 
Journal, This means that while U.S. traders were asleep, prices 
dropped overnight on Euro and U.S. Treasury debt and fbced in- 
come products in general, which are traded on a 24-hour basis. 

Short-term rates jumped, and this will give you a very practical 
view of the effects of a leak. Short-term rates jumped 15 to 25 basis 
points, which means a quarter of 1 percent, early in the U.S. trad- 
ing day, the first half hour or so. I will always remember because 
it is branded on my soul, imfortunately. Bond yields, which had 
closed at 7.77 percent the day before closed May 21 at 7.86. 

Now let's take this one more step. 

One-year Treasury bill rates, that averaged 4.07 on May 20, a 
day before, were 4.24 on May 21. In the scheme of things in fixed 
income markets, a 4.07 to 4.24 in 1 day on Treasury bills is a very 
extreme jump. Had Eurobills been auctioned that day this would 
have cost the U.S. taxpayer an additional $24 million, which is 17 
kicks or basis points on the average size of $14 billion, due to this 
leak-induced spike in rates. 

It was pure luck that the $10 million, 30-year issue which was 
auctioned on May 7, was not auctioned on May 21. We would have 
had then 30 years of additional cost. 

I mention David Jones in the next statement. He is a well- 
regarded Fed watcher, if you like, and he works for a Wall Street 
firm. His book, "Politics of Money, The Fed Under Alan Green- 
span," is a good one. 

When re^rring to the turmoil from the Thanksgiving Day fiasco 
in November 1989, he said that "The imcertainty almost certainly 
was reflected in higher average Treasury borrowing costs in the pe- 
riod immediately following the Thanksgiving fiasco, than otherwise 
would have been the case. 

This so-called fiasco was not a leak, but it was a cause of 
extreme volatility, because of a Fed miscue in open market 
operations. 

In addition the Wall Street Journal reporter or reporters didn't 
bother to talk to the Fed before reporting the story that the Fed 
had eased. The Fed had not eased and through subsequent open 
market operations indicated that, and the market settled back. 

But the difference in these two is that the first was an honest 
mistaJce. Leaks are not honest mistakes. 

The end result is the same, however; extreme market volatility 
and ultimately higher costs to the taxpayer. 

Let's examine one more leak. The infamous leak of May 24, 1993. 
That was a very effective leak because through this leaic, the Fed 
told all of us that they are on the ball, they will snug at the first 
indication of inflation. 

It was in fact very effective. It put a cap on long-term rates by 
saying the second we see any indication of an inflation problem, we 
will snug. 
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Hie maikets had taken a nosedive on May 21 just previous to 
this date when minutes of the March meeting were released. So 
tfaone is an euonple of what might happen the osv of release. 

At mny nte^ on that day, rates on snort-term aekt jumped 10 to 
15 basis points and bonds, after fluctuating wildlv, closed a hs^ 
point lower in price. That was on the day of the leak. Tliis story 
was first carried again in the Asia edition of the WcUl Street Jour- 
nal. So when U^. markets came to work, they saw significant 
losses* 

^ipmarimately 12 bilUon 6-month bills were auctioned at an av- 
en^ rate of 3.19 percent versus 3.10 on May 17, at the previous 
auction, tor an additional cost of $11 million to the taxpayer. 

It could be argued that all of that cost was not necessarily due 
to that leak, but a good part of it was. 

Tlie leak was followed by a May 27 CNBC stoiy, placed by a Fed 
source, which gave an actual trigger for tightening; that is, if the 
CPI goes up 0.04, we will snug. There was more violence in the 
marketplace, higher rates. 

Rates recovered fix)m the May 24 leak, and then fluctuated wild- 
ly. All this due to uncertainty. The 39 recognized dealers on Wall 
Street, were extremely nervous. They are reluctant to inventory 
debt, and that drives up rates. 

Again pure luck that other scheduled U.S. Treasury debt did not 
come on these days. We intend to study the amount of private debt 
that is assodated around the leak dates, and what additional costs 
were incurred. 

Had the 30-year bond issued on May 13 been auctioned May 31, 
it could have cost the taxpayer $4 million to $12 million annually 
for the next 30 years. 

My view is not an extreme one. 

Let's look at another view. On July 6, speaking of this leak to 
Market News Service, a reputable news organization, David Rosier, 
chief economist to Nomura Securities in New York stated, *To se- 
lect particular news organizations to divulge the contents of the 
meeting is criminal and absolutely immoral. The offending mem- 
bers should be subject to incredibly severe penalties, including 
being expelled fi*om the Federal Reserve System, at a minimum. 

In light of the Fed's leak to the Wall Street Journal, 'They might 
as weliown Dow Jones stock." 

Now, President Jordan said that the Fed — ^I don't want to mis- 
quote him here — ^central banks don't leak." 

Yet, Chairman Greenspan told us that he hopes the leaks are be- 
hind us. 

So there is some problem there. 

Let's go next to the minutes. As Anna Schwartz and Jim have 
pointed out, the so-called minutes of deliberations are not real min- 
utes. They are summaries of deliberations. 

My view is different from Anna's on release. I don't really have 
a problem with the full minutes being released at a later date but 
I have a problem with the directive. The directive is the two- or 
three-page summary to the New York Fed which says *Tell us if 
the economy is hot, cold or in-between," do this, this or this until 
the next meeting. That is what I think should be released imme- 
diately, as does Milton Friedman. 
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For example, the minutes for the meeting of August 17 go on for 
14 pages. They can be longer. They say at the conclusion of the 
meeting, The Federal Reserve Bank of New York was authorized 
and directed, until instructed otherwise to execute transactions in 
the system account in accordance with the following directive," and 
the (urective is about two pages. That is what we want released 
immediately. 

It is brief, gives the reason for the consensus and the action and 
the vote. The release should be by way of a press statement It is 
true that BBK can release information immediately after meeting, 
but it is at their own volition. They only do so at their own voUtion. 
But what I feel is that the Fed must be compelled to release after 
eveiy meeting. 

Milton Friedman has been a proponent of immediate release, 
saying, The whole thing is absurd and unnecessary." In discussion 
with my firm on October 13, he said he supports our view. 

There is one change I might make to Anna Schwartz* view and 
that is release on a Sunday night or Friday. These minutes I feel 
must be released on a weekday and if released on a Sunday, amin 
the Asians and the European Community have a shot at our U.S. 
rates. These are traded 24 hours. They are traded in FD^EX and 
Japan. This information must be released early in the U.S. trading 
day. 

At that time, the Asian community is still trading and the Euro- 
pean Community is still trading, so uiis is fair. 

Chairman Greenspan's response to this argument as we have 
heard here and as originally given to Congressman Neal in 1989 
and repeated many times since is that the immediate release will 
increase market volatility. The comment was spread through the 
entire discussion, everv single policymaker, that the problem is the 
immediate release will increase volatility. But if anything, nothing 
could be further from the truth. 

Under the present system we have to live with leaks almost on 
a weekly or monthly basis. We would much rather take our medi- 
cine in the middle of the week after the FOMC and be done with 
it. 

The argument that immediate release would compromise the 
market, it is, if anything, 180 degrees from the truth. 

There is another problem surrounding the deliberations I would 
like to address just for the record; that is, the intermeeting poU<^ 
changes. I think the intermeeting policy changes should be elimi- 
nated. I think that they should sa}^ '"Look, here it is. This is the 
nature of the economy. This is our feeling. Here is the directive to 
the Board and that is it." 

The current svstem is that the Chairman within certain param- 
eters is allowed to change policy intermeeting. This causes vola- 
tility. Every time we have an economic number, we wonder wheth- 
er this numbers will trigger a change. Over 30 percent of the last 
2V2 years of policy changes have been triggered rig^t after a 
nonpayroll number. They [Fed] often hinge on one number even 
thougn they say they may not. 

The marketplace tries to second-guess the Fed around every 
housing number, ever retail sales number, ever pavroll number. I 
suggest the changes be limited only to the meeting date. 
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at die Grffm^Mwi Fed. 

Thank jou, Mr. Chairnian. 

rihe p rep ar e d stotement of Mr. Craven can be fHmd in die 
appendnc] 

Cludrinan GcMiZAUZ. Thank jroa veiy modi. 

I diank eadi and every one of jfon. Mem b ers who have enne in 
and walked out and diose who have not been able to be here, wiD 
have qnestions that dier will be submitting to yoo. Eadi has a copv 
of yaar testimony. I wm have only one question since I bdteve I 
all here daring most of the testimony fay the previons 



In yoor ofrinion, and it is ,^ist your opinion, ooold all of the leaks 
revealed today be possflde without the knowledge of anyone on that 
first pand? 

Ms. Schwartz. I think from the way the stories were reported 
it was obvious that th^r came finom some oflSdal source. I don\ 
know whodieoflBdal was. 

Mr. Meks. I don't know how dicy did it but I leree widi Anna, 
that somdKMiy very hig^ in the system who knew what was gmng 
on talked to a rnorter, maybe die same one more than once, you 
know. That is a mvorite — I don% want to make any invidious com- 
mento about Wadiineton^ but there are those living in die rest of 
the cu untiv who kind of diink this is the way things are done a 
lot in Wanmston. The leak is the source. 

Now, I dmik it is valuable that we g^ the information however 
we get iL I am not so— so I am sorry for the dealos who were 
can^it shorty the people in Asia got the word bdbre they did, but 
it is just ioiqiortant to g^ the information out on what is ttie policy. 
Without a mandate, a dear mandate on what the poBcy shof^ tie, 
that expands the dimensions of aD the possibilities that they react 
to. 

If they were pursuing a stable price levd, policy would be s^ for 



p eriods of vears at a time, there wouldn^ be aD this fiuiqf maneu- 
leering and changing and speculating and leaks; there wouldn^ be 
needed. 

Mr. CSAVEN. I concur. The leaks dearly came fiom an official 
source. In the last four or five — the wording of the last four or five 
leaks clearly came finom an official source. 

Qiairman Gcm<zaL£Z. Thank you Mr. Craven. 

Mr.NeaL 

Mr. Neal. Yes, sir. I know we don't have much time. I just 
ranted to thank Dr. Schwartz for her endorsement of our bilL 

Mr. Meigs, actually you didn't mention my UU bi^ you said the 
une thing. So I thank you for the sentiments alsa 
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Bfr. BfEiGS. Yes. 

Bfr. Neal. I remember. Dr. Schwartz, you were eKecudve director 
of the Gold Commission and I was one of our Banking Committee's 
representative to that I just want to thank all three of you for your 
hc^ this morning. 

We don't have time to get into any substance here, but I thank 
you an very much. 

Chairman Gonzalez. Thank you, Mr. Neal. 

You have been most patient. We have gone right through the 
lundi period and if s a quarter of 2 o'clock, but I do want you to 
know we are very grateful. Your help is a lot more valuable than 
you may think and the presence or absence here of members 
should not in any way detract from your impression that this com- 
mittee is not interested. 

Let me say that even in the present form, we have better than 
a dozen cosponsors on this committee, on this bill. We have 21, Dr. 
Auerbach tells me. Incidentally, I wish to thank him for putting 
these meetings together. He is the main instrument and the com- 
mittee is very fortunate to have him on leave from the university 
and he at one time worked for the committee before so I think you 
have met him. I just wanted to give him the credit that ought to 
be his. 

Thank you again very much. 

The committee will stand adjourned until further call of the 
Chair which will be our fourth meeting next week. 

[Whereupon, at 1:50 p.m., the hearing was adjourned, to recon- 
vene subject to die call of the Chair.] 
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Opening Stattment 

by 

Henry B. Gonzalez 

Chairman 

Committee on Banking, Finance and Urtian Affairs 

October 19, 1993 

Tiiird Day of Hearings 
on tlie Issues Involved in 
the **Federal Reserve System Accountability Act of 1993" HR 28 

♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦♦^ 

Today, the Banking Committee begins the third day of hearings on issues 
involved in the "Federal Reserve System Accountability Act of 1993," HR 28. I 
welcome Federal Reserve Chairman of the Board of Governors, Alan Greenspan; 
Federal Reserve governors; and presidents of the Federal Reserve Banks. Chairman 
Greenspan testified at our last hearing that everything proposed in our legislation, 
HR 28, was a "mijor mistake." Today we are going to hear addittonal testimony 
to see tf our proposals are needed reforms or miyor mistakes. HR 28 requires that 
theFOMC: 

1) announce changes in its policy one week after its 
meetings and tbat it 

2) make public a complete record of those meetings 
60 days after each meeting. 

The central issue of today's hearing is simple: Why is the Federal Reserve, 
among aU Federal agencies, exempt from keeping complete and accurate records? 
If the White House, the Supreme Court, the Defense Department and every other 

fovemment agency keep accurate records of what they are doing, why not the 
Meral Reserve? Are decisions by these parts of our government le^ sensitive than 
those made at the Federal Reserve? 

You distinguislied gentlemen who serve as Federal Reserve presidents, did not 
have to present your credentials and your views to the American public to secure 
your seats on the FC^C. President Jordan has previously gone through the 
coofirmation process for his seat on the Rei^an CouncU of Economic Advisors. I 
hope today^s hearing wiU allow the citizens of our country to learn a little bit about 
you and how independent your views really are. 

I wowld like each of you to tell me if you think the following information is 
of s uf ficien t natkmal hnportence to require recording and publication of minutes of 
your FCMC meetingi. 

Last week at these hearings I dted FOMC minutes of two meetings prior to 
the re el ect i on of President Richard Nixon. Those minutes were released five years 
after the F^f C meeting. Although he was warned that projections were for fost 
moB^ growtii, Federal Reserve Chairman Arthur Bums Ind called for even foster 
money growth at these meetings. Why shoukin't the historical record reflect the 
truth that Bums was pursuing an uiflatkMiary policy? 
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The impoitanoe of accurate minutes is reflected in the records of a 
Philadelphia Federal Reserve Bank's board of directors meeting. The minutes 
revwid a possible cover-up by the Federal Reserve related to the Watergate burglary 
hi 1972. RecaU the Watergate scandal that began with the break-hi of the 
Democratic National Committee offices In the Watergate office buUding on June 17, 
1972. A daiMerous political crisis rocked our country while Congress sought to 
uncover the facts, including who financed the break-in. I read now from page 77 
of the June 22, 1972 ndnutes of the Phikidelphia Federal Reserve Bank's Board of 
Directors meeting: 

"Mr [X] reported that $6,300 in one hundred dollar bills 
had been found on the persons arrested for breaking into 
the Democratic National Committee headquarters in 
Washhurton. The FBI came to this Bank and said that ten 
new 3-C notes [$100 bills] numbered in sequence were 
among those found. This Bank informed the FBI that they 
were part of a shipment sent to the Girard Bank on April 
3. Mr. [X] also said that the Washhigton Post had called 
to verify a rumor that these bills were stolen fh>m this 
Bank. The Post was mformed of the CV&D thefts but told 
they involved old bills that were ready for destruction. 

Mr. [X] said that Chairman Bums doesn't want the 
System to get involved and issued a directive to all Reserve 
banks on June 21, which said, in effect, that the System 
was cooperating with law enforcement i^endes but sliould 
not disclose any information to others.** 

Three days earlier. Chairman Bums had written the following to the Joint 
Economic Committee about rumors regarding the sources of funds used to finance 
the Watergate burglars: 

**We at the Board have no knowledge of the Federal 
Reserve bank which issued those particular notes or of the 
commerdal bank to which they were transferred. Without 
this information, there is nothing that we can do to 
comply with your request.** 

The apparent lie to Th^ W ash ington Post reporter, as a result of the directive 
issued by the Chairman of the Federal Reserve, nmy have been part of a cover-up 
of important informatton by the Federal Reserve. Did the Federal Reserve ever 
inform the U.S. Congress about these bills it had traced that were found on the 
Watei^gate burglars? If the answer is *'No** it appears that the Federal Reserve 
blocked the public and the Congress from a significant part of the investigation of 
the financing of the Watergate burglars. The acting director of the FBI, who nmy 
have been given the information, testified that he bumed some Watergate files. The 
Nixon adnSnistration asked him to limit the FBI's investigation of the burglars' 
financing on the grounds that further inquiry would **uncover CIA assets and 
sources.** That sounds famiUar. What was the Federal Reserve's role in this cover- 
up? Did the Federal Reserve deliberately obstract the Congress and the public? 
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If w» only had a formal directive siving the extremely tnmcated version of 
these meetiiig^ as the FC^C publishes today, there would not be a historical 
record of tiiese events. The American public and the Congress are not the 
barbarians at your gates. These are the people whom you must senre. 

Our expert witnesses testifying today wiU teD you that, contrary to what 
Chairman Greenspan testified about at our tost hearing, accurate information does 
not undermine markets. Partial information and leaked information undermines 
market efficiency. I want to highlight the astounding daim in Dr. Anna Schwartz's 
testimony: " The Wall Street Journal has reported the contents of the directive 
within a week of each of 11 out of 34 FOMC meetings that were hekl between 
March 1989 and May 1993." Shice substantial faifomiatk>n Is already coming out 
in leaked form, why should we pretend that it a closely guarded secret? We need 
a straight-forward record with complete and accurate information. 

Some dafan we have aU the information necessary in the formal directive that 
is issued five or six weeks after each FOMC meeting. That dhiective is sometimes 
caDed "minutes." However, the FOMC directive Is far fh>m a complete record and 
it is equivalent to the kind of information we would get if the Supreme Court only 
announced its dedstons and not its opinions. Ahho^h the directive does contain 
the FOMC vote, those who understand the Federal Reserve know the objective In 
any FOMC meeting Is to get a unanimous final vote regardless of any underiying 
disagreement. 

Publishing only the final vote at FOMC meethigs is little more faiformation 
than could be obtained fh>m the Congress if we issued only the vote on 
aiUoumment and none of the discussfc>n. In order to obtain a record that establishes 
individual accountability, there must be a more detailed record. Most of the so- 
caDed "minutes" the Federal Reserve now issues are boiler-plate reports on the 
economy that anyone could copy out of government and newspaper reports. 

In 1976, the FOMC members arbitrarily announced that they had stopped 
taking minutes of their meetings. In response to his inquiries. Congressman Steve 
Neal investigated and reported that among the 55 individuals who opposed the 
FOMC's dedskm to st«>p taking minutes were four former Federal Reserve 
Governors and two former presidents of Federal Reserve Banks. One of the 
strongest letters was fh>m Jerry L. Jordan, formerly an offldal at the Federal 
Reserve Bank of St. Loub and here today as president of the Federal Reserve Bank 
of Clevefamd. His letter of October 21, 1976 said: 

"As an economist in the Federal Reserve for over eight years, I 
found the "memoranda of discusston" [the name for the minutes] to be 
extremely useful. Even when I attended the FOMC meetings I always 
reviewed the memoranda of prevk>us meetings as part of the 
preparatkm for the next meeting. 
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Tbe President of the St. Louis Federal Reserve Bank was 
definitely influenced in a very positive way by tiw existence of a 
permanent record tiiat would eventually be made public. It helped 
him and his staff to maintain intellectual honesty, sometimes in the face 
of treat pressure to bend. He knew that even when his views fell on 
deaf ears in a meeting, consistent analysis of the problem and the 
recommendation of solutions would be hi the record to be viewed with 
historical perspective." 

I want to know why minutes which were clearly helpfiil up untfl 1976, 
suddenly became harmf^ after 15^6. 

I understand the peculiar position of the distinguished presidents of the 
Federal Reserve Banks who are testifying today. I had thought that tost week 
Chairman Greenspan would have emphasized that you serve as independent 
ooequab ou the FOMC. However, he contends that the "ultimate defense against 
a bank president ... is the power [by the Board of Governors] to remove that 
person from office." I think this says a great deal about your hidependence. 
Nevertheless, I hope that our disthiguished witnesses will give theur honest views 
today and that they wiU he perfectly fhmk while their comments are being 
recorded. I hM>k forward to your testimony. 
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STATEMENT BY 

REPRESENTATIVE JAMES A. LEACH 

Before the Committee oh Banking, Finance and Urban Affairs 

Hearing on Reforming the Federal Reserve System 

October 19, 1993 



Today we hear from ten presidents of the Federal Reserve District Banks 
and six Governors of the Federal Reserve Board. Given that these individuals 
influence the allocation and expansion of credit, not only through their member- 
ship on the Federal Open Nfarket Committee (FOMC) but through their regula- 
tion of the banking industiy, it is important to note in the context of a hearing on 
reforming the Federal Reserve System that the American public is served by 
individuals represented here of distinctive quality and integrity. We welcome 
them in a spirit of appreciation and trust 

Here, I appreciate the sense of history the Chairman brought in his opening 
comments, but it should be noted that no member of this panel has in any sense 
been tarred by Watergate. All have agreed to appear voluntarily with no implica- 
tion of wrongdoing Given the braintrust assembled, I am only sorry the subject 
matter isnt the state of the economy and at the risk of presumption, I might sug- 
gest the panel ~ or a representative grouping ~ be invited back, perhaps in a 
Humphrey-Hawkins context to discuss the economy. 

At the first two hearings, this Committee gave deserved attention to the 
political science predicament of Reserve Bank presidents, who are assigned a 
particular public responsibility but are selected by boards comprised in the major- 
ity by individuals not only from the private sector but one element of it. In de- 
fense of this selection methodology the Federal Reserve System can properly 
point to a tradition of independence, quality, and political insulation. Neverthe- 
less, there is an element of unseemliness inherent in a system in which sectors of 
the public may view their interest as distinct from that of the banking sector, in 
particular when individuals are asked to regulate an industry while being ac- 
countable to boards of directors controlled by members of that industry. 

While I have a high regard for current leadership of the Fed and the direc- 
tion it is currently moving on the regulatory front, it may be useful to point out 
three areas where the Federal Reserve System in the past has instituted discrimi- 
natory regulatory policies. First, in the late seventies and early eighties, the Fed 
went along with the large money center banks in believing that sovereign guaran- 
tees were ironclad because governments never go broke and, accordingly, im- 
posed lesser regulation on LDC debt Second, the Fed has continued to assume 
that large banks, because of their large deposit and lending bases, need less capi- 
tal than smaller banks. And, third, it has not required bad loans at large banks to 
be written off as rapidly as regulators require comparably bad loans at smaller 



My view is that discriminatory regulation skews the financial landscape 
and amounts to credit allocatiort The irony in regulation being too accommodat- 
ing, if not cozy, with individual banks is that management becomes misserved. 
For instance. New York money center banks for decades have been on the cutting 
edge of wanting to see liberalization of the Douglas Amendment and McFadden 
Act so that they could branch interstate. When interstate barriers started to fall. 
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without Coograttioiial modificatioii of theie lawt, many of the money oenter 
benke were in no poettion to take advantage of the liberalization becauee their 
capital had been ao dramatically depleted This was due, in part, to lending mis- 
takes which were in e£fect sanctioned by regulatora. If regulatora on a timely basis 
had insisted on strong e r capital ratios for international lending or moved promptly 
to fbfce recapitalization when problem Umus, domestic as well as foreign, devel- 
oped, these institutions would be larger and stronger today. 

It is instructive to note that federal regulatora, albeit a little late, forced 
Bank of America to restructure and recapitalize approximately five yean before 
they served comparable notice on the East coast Bank of America later credited 
regulator sternness with its turnaround and with its ability by the end of the decade 
of the 1980's to launch an expansionaiy drive. 

One of the lessons of the S&L debacle is that capital moves toward institu- 
tions or industries which have the weakest regulation. 

The problem of regulator driven deposit skewing was most evidem in the 
1980's in the thrift industry when institutions were allowed to leverage minimal 
end in some cases non-existent capital bases. It is, however, a not inconsequential 
problem todiQr within the banking industry. For example, one ramification of over- 
reliance on the Basle Accord standards is that the more attention given to risk 
weighting assets, the less reliance national bank regulatora are putting on the lever- 
age ratio. Over-reliance on risk-based capital standards without use of an adequate 
leverage ratio leads to competitive inequities in deposit seeking and de hcto credit 
allocation of those deposits. The fact that state bank regulatora rely more on lever- 
age ratios than federal regulatora means that deposits will flow to national banks 
rather than state banks, to money center institutions rather than community banks, 
to bond bu3fiiig instead of e ntrep reneurial lending. 

Here, the aiKmialy exits as in virtually all regulated circumstances that regu- 
latory agencies have a vested interest in the competitive vitality of the institutions 
they regulate. Henoe,iftheFed wants to keep, which I support, a migor regulatory 
fimctioii, it must be careful to insure that conflicts, perceived or otherwise, do not 
exist, tfmt regimial inequities are not allowed to develop, and that advantages are 
not provided one kind of institution over another. 

As mentioned eariier, one of the lessons of the S&L crisis was that disparity 
in regulation skews capital flows. Another was the conclusion by Congress that it 
had been a mistake to allow the 12 district banks of the Federal Home Loan Bank 
System with boards comprised in the majority of representatives from member 
institutions a principal role in the regulatory process. Accordingly, as part of the 
SAL cleanup in FIRREA, Congress abolished the regulatory functions of the 
FHLB system and transfened them to an office which has its director publicly 



As we consider regulatory consolidation, there is a case for and against 
providing continuation of regulatory responsibility for the Federal Reserve System. 
But if it is to be preserved, an institoitional arrangement must be established which 
gives no him of self -regulation, of the fox guarding the foxes. Inacountiyin 
which process is our most importam product it simply is unacceptable for regula- 
tors, in any sense, to be accountable to boards which in turn are cootiolled 1^ the 



I look forward to the test im on y of todi^'s witnesses. 
-30- 
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OPBHZaa SZATBIBNT OF THB HONOSABLI B&ZC D. FI 

before the 

COMKZTTBB ON BAinCZHO, VJXOMCE AMD URBAN AFFAIRS 

Of the 

U.S BOQSB OF RBPRBSSNTATZVBS 

on 

OCTOBBR 19, 1993 

Thank you Mr. Chalrxnaui. Throughout xny career, I have been a 
strong and outspoken advocate of government reform. A regular. 
In-depth examlnatlonn of the operations of all bramches of 
government, including this Institution, is in the best traditions 
of representative democracy. For exanqple, I believe instituting 
congressional reform will restore our credibility with the public 
auid enable us to address the serious problems facing our country. 
Until the country believes in the process once again, our 
attenqpts to make difficult decisions will continue to be stalled 
by a wall of public cynicism. However, a re -examination of all 
levels of government does not mean we always need to tcJce action. 
I do not believe in reform for reform's eak.e. 

It is from this perspective that I have approached these 
hearings. After listening to the witnesses and studying the 
testimony, particularly that of Chairman Greenspan, I have 
reached some conclusions. While there is always room for 
ioqprovement in the procedures of the Federal Reserve, I am sure 
of one thing: the Federal Reserve is working. During the last 
12 years, while the executive euid legislative branches quadrupled 
our national debt, the Fed whipped inflation and brought down 
interest rates. In fact, the Fed has done their job so well, that 
when inflation crept over just 4% earlier this year, most of us 
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were startled. 

I am also convinced that this outcome is a result of the 
Independent status of the Fed. The ability to focus on long- 
term stfliblllty Is compromised when political pressures Interfefe. 
The short-term economic benefits of decisions based on political 
expediency are far outweighed by the Inflationary costs which 
Inevitably occur after a lag. International comparisons confirm 
this relationship between Central Bank Independence and low 
Inflation rates. Before we chauige the decision process of the 
Fed, I want to be sure we are not risking the soundness of our 
monetary policy. 

This should not be Interpreted as a blamket approval of all 
of the Fed's actions. It Is not. Most of the reforms Chalrmam 
Gonzalez has proposed are modest and would not do Irreparable 
harm to our monetary policy. For exanqple, I believe publishing 
the minutes of the FOMC's meetings on a more timely basis would 
reduce Information uncertainty auid Increase market efficiency. 

However, I am concerned that Congress has once again tcJcen 
up a more glamorous amd high profile Issue at the expense of 
others which are more mundane, but more substamtlal . I believe 
easing the credit crunch, reducing burdensome bank regulations. 
Instituting community banking, amd creating a secondary market 
for business, commercial and community development loans would go 
a long way to stimulating our economy and building a base for 
long amd sustainable growth. Reforming the Federal Reserve 
processes adds nothing to that fundamental responsibility of 
government amd may Indeed detract from It. 
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I thank Chalrmaui Gonzalez for raising these issues. I know 
this issue is very ioqportauit to the Chairmaui. I would only urge 
this Committee not to get sidetracked when the Americam econony 
deserves our full attention. 
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OPENING REMARKS FOR REP. SAM J0HN6OH 

BANKING COMMITTEE HEARING OH 

FEDERAL RESERVE OVERSIGHT - OCTOBER 19, 1993 

THANK YOU MR. CHAIRMAN; 

I LOOK FORWARD TO THIS HEARING TODAY TO 
HOPEFULLY GET A NEW PERSPECTIVE ON POSSIBLE 
CHANGES TO THE FEDERAL RESERVE SYSTEM. I 
WOULD LIKE TO THANK ALL OF THE WITNESSES 
FOR BEING HERE TODAY AND ESPECIALLY 
RECOGNIZE MR. BOB MCTEER, THE PRESIDENT OF 
THE DALLAS FEDERAL RESERVE BANK. 

AS WE CONSIDER LEGISLATION TO OPEN THIS 
SYSTEM, I FEEL THAT IT IS ESSENTIAL TO HAVE 
INPUT FROM ALL THOSE EFFECTED. 
FURTHERMORE, I FEEL THAT WE SHOULD NOT 
CHANGE THIS SYSTEM UNLESS IT IS ABSOLUTELY 
NECESSARY. 
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HOWEVER, I DO HAVE SOME CONCERNS WITH 
REGARD TO THE REGIONAL RESERVE BANKS. I AM 
CONCERNED THAT SOME BANKS, SPECIFICALLY 
NEW YORK, HAVE MORE SAY IN DOMESTIC 
MONETARY POLICY AND INTERNATIONAL 
CURRENCY POLICY THAN OTHER FED. BANKS. 

I AM ALSO CONCERNED THAT THE CURRENT GAO 
AUDITS ARE NOT REVEALING TO THE TAXPAYERS 
REAL AND UNNECESSARY SPENDING BY THE 
REGIONAL BANKS. FOR EXAMPLE, IS ANY GAO 
AUDIT GOING TO REVEAL THE $200,000 THE 
DALLAS FEDERAL RESERVE IS SPENDING TO 
RENOVATE THEIR GUN RANGE IN THE BASEMENT? 
I HOPE THE REGIONAL PRESIDENTS CAN GIVE ME 
SOME INSIGHT ON THESE CONCERNS. THANK YOU 
MR. CHAIRMAN. 
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Opening statement of 

Congresswoman LudUe Roybal-Allard 

Banking Committee Hearing on the Federal Reserve, #3 

October 19, 1993 

Mr. Chairman, I want to conmiend you for holding these hearings on H.R. 28, legislation 
vrbkh would establish accountability on behalf of the Federal Reserve. This is a bill which 
merits serious attention and I look forward to hearing our expert testimony. Specifically, 
I am anxious to hear how the Federal Reserve intends to improve its record of minority and 
women hiring. 

Last week. Chairman Greenspan highlighted the sluggish pace at which women and 
minorities have moved into the top echelons of the federal reserve. I concur with the 
Chairman that this problem, which exists throughout our society, is very damaging. In order 
to rectify pervasive discrimination, we must make the necessary changes now- and wherever 
possible, change must be applied equally to sH areas of the federal government, including 
the Federal Reserve. 

Mr. Chairman, for twenty-nine years the Federal Reserve has been exempted from 
compliance of Title VII of the Chril Rights Act of 1964. This exemption has effectively 
allowed the Fed to view the matter of minority and women hiring as merely a goal, not a 
directive. There is no good reason for this exemption to remain- it must be repealed and 
the time for change is now. 

Mr. Chairman, I look forward to working with the committee as we consider H.R. 28 and 
as we examine the Federal Reserve's dismal performance with regard to the hiring and 
promoting of women and minorities. 
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I appreciate this opportunity to provide my views 
on the appropriate degree of disclosure by the Federal Open 
Market Coimittee (FONC) . 

The issue of fuller or more immediate disclosure of 
FONC discussions and decisions has been a controversial one 
historically. In Congress, the financial markets, and 
academia. this topic has been debated repeatedly over the 
years. The FONC itself has reviewed its policies and 
procedures in this area frequently and has revised its 
practices several times. At the heart of this issue is 
balance: The appropriate degree of openness comes from 
striking the right balance between the public's right to 
know and the need for effective policymaking and 
implementation. 

In a democratic society. public*policy decisions 
should be in the open, except where exposure impedes the 
primary function assigned to an institution by law. 
Accordingly, the Federal Reserve makes its decisions public 
immediately, except when doing so could undercut the 
efficacy of policy or compromise the integrity of the policy 
process. When we change the discount rate or reserve 
requirements, those decisions are announced at once. When 
we establish new ranges for money and credit growth, those 
ranges are set forth promptly in our reports to Congress. 
Moreover, we publish our balance sheet every week with just 
a one -day lag. enabling analysts to review our operations in 
considerable detail. 

What we do not disclose immediately are the 
implementing decisions with respect to our open market 
operations. However, any changes in our objectives in 
reserve markets are quickly and publicly signalled by our 
open market operations. And we publish minutes of the 
policy deliberations and decisions from each FONC meeting 
shortly after the next regular meeting has taken place. 
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These minutes, a copy of which for the meeting of February* 
1993, I have attached to this statement, can run from 15 to 
more than 30 pages, presenting a comprehensive record of the 
economic factors and analysis and alternative policy 
approaches considered in reaching our decisions. 

Nevertheless, the Federal Reserve, like other 
central banks, has a reputation of being secretive. I 
suspect this is largely a result of the nature of a central 
bank's mission. The operations of central banks have a 
direct impact on financial and foreign exchange markets; 
therefore, these institutions often find themselves in the 
position where complete openness and disclosure could 
inhibit or even thwart the implementation of their public 
purpose. 

Suppose, for example, a central bank that operated 
by targeting the foreign exchange rate decided that it might 
be appropriate to change the target rate at a given point in 
the future. Or. to bring the discussion closer to home, say 
that the central bank phrased its policies in terms of 
contingency plans- -that is. if certain economic or financial 
conditions prevailed, a particular action would be taken. 
If those decisions were made public, markets would tend to 
incorporate the changes immediately, preventing the policies 
from being effectively carried out as planned. 

More broadly, immediate disclosure of these types 
of contingencies would tend to produce increased volatility 
in financial markets, as market participants reacted not 
only to actual Federal Reserve actions but also to possible 
Federal Reserve actions. It is often the case that the FONC 
expresses a predisposition toward a policy change in its 
directive to the Open Market Desk. Such a predisposition, 
for example toward easing, implies that the FOMC is more 
concerned about developments that would dictate an easing of 
policy rather than a tightening, and therefore wants to 



Digitized by 



Google 



79 



-3- 



respond relatively promptly to information suggesting the 
need for such action. Ve often express ^his predisposition 
without any change in instrument settings in fact resulting. 
In such circumstances, the release of those directives 
during the period they are in force would only add to 
fluctuations in financial markets, moving rates when no 
immediate change was intended. 

As a consequence, a disclosure requirement would 
impair the usefulness of the directives, as Committee 
members, concerned about the announcement effect of a 
directive biased either toward ease or tightening, would 
tend to shy away from anything but a vote of immediate 
change or of no change at the meeting. An important element 
of flexibility in the current procedures would be lost, 
which can scarcely serve the public interest. Immediate 
disclosure of the directive would change the nature of 
monetary policymaking, and it would not be a change for the 
better. 

To repeat, as a general matter, it is desirable for 
public institutions to conduct their business in the open. 
The Federal Reserve endorses this principle and adheres to 
it. except when doing so would prevent us from fulfilling 
our fundamental mission of producing sound public policy. 

Holding open meetings of the FOMC or releasing a 
videotape, audio tape, or transcript of them would so 
seriously constrain the process of formulating policy as to 
render those meetings nearly unproductive. The candid 
airing of views, the forthright give and take, and the 
tentative posing of new ideas likely would disappear. 
Monetary policy would suffer, and the economy with it. 

A number of important items currently discussed at 
FOMC meetings simply could not be mentioned in open forum. 
Ve would no longer have the benefit of sensitive information 
from foreign central banks and other official institutions 
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or of proprietary information from private-sector sources, 
as we could not risk {he publication of information given us 
in confidence. 

Moreover, to avoid creating unnecessary volatility 
in financial and foreign exchange markets, the FOMC might 
have to forgo explorations of the full range of policy 
options. Our discussions would, in effect, become self- 
censored to prevent the voicing of any views that might 
prove unsettling to the markets. Even a lag in releasing a 
verbatim record of the meetings would not eliminate this 
problem, but only attenuate it. Unconventional policy 
prescriptions and ruminations about the longer-term outlook 
for economic and financial market developments might never 
be surfaced at meetings, for fear of igniting a speculative 
reaction when the discussion was disclosed. 

Let me take a moment to describe more fully the 
process followed at FOMC meetings to reach decisions on 
monetary policy. After staff presentations of recent 
developments and emerging economic trends, a roundtable 
discussion of all nineteen participants begins. The Reserve 
Bank presidents describe conditions and developments within 
their districts, and both they and the members of the Board 
of Governors go on to evaluate the outlook for the U.S. 
economy. All members bring in. where relevant, interna- 
tional economic and financial considerations. In light of 
this discussion, we then consider whether the stance of 
monetary policy needs to be adjusted, either immediately, or 
possibly in the future under particular circumstances. 

A considerable amount of free discussion and 
probing questioning by the participants of each other and of 
key FOMC staff members takes place. In the wide-ranging 
debate, new ideas are often tested, many of which are 
rejected. Ideas initiated by one participant are frequently 
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built upon by others. This type of discourse is an 
invaluable ingredient of our policymaking process. 

As I indicated before this Committee last week, the 
prevailing views of many participants change as evidence and 
insights emerge. This process has proven to be a very 
effective procedure for gaining a consensus around which a 
directive to the Open Market Desk can be crafted. It could 
not function effectively if participants had to be concerned 
that their half-thought- through, but nonetheless potentially 
valuable, notions would soon be made public. 

I fear in such a situation the public record would 
be a sterile set of bland pronouncements scarcely capturing 
the necessary debates which are required of monetary 
policymaking. A tendency would arise for one-on-one pre- 
meeting discussions, with public meetings merely announcing 
already agreed-upon positions, or for each participant to 
enter the meeting with a final position not subject to the 
views of others. Such a record would be far less 
informative than the minutes we currently publish. 

It has been averred that, because the minutes we 
release do not indicate which individuals voiced which views 
at the meetings, the FOMC members themselves escape 
accountability for their actions. This is contrary to fact. 
The vote of each FOMC member is recorded, by name, and the 
reasons for that vote are also recorded. In the case of a 
dissent from the majority, the reasoning behind the vote is 
generally explained separately. In the case of a vote cast 
with the majority, the members review drafts of the minutes 
to assure themselves that the record will accurately reflect 
their views and the reasons for voting as they did. 

In both the Freedom of Information Act (FOIA) and 
the Government in the Sunshine Act. Congress explicitly 
recognized that there were types of information and kinds of 
meetings that should be protected from dissemination to the 
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public. Certain exemptions have been provided in FOIA for 
information that, for example, is of a confidential 
financial nature and in the Sunshine Act for meetings that 
would prompt speculation in financial markets. In the 
various exempted areas, it was determined that release of 
information would not be in the public interest. For 
similar reasons. I believe that the consequences of 
requiring the prompt release of a verbatim record of FONC 
meetings would most certainly not be in the nation's best 
interest. 

Mr. Chairman, in your letter of invitation to this 
hearing, you also posed several specific questions related 
to the maintenance of notes or records of FOMC meetings and 
to the premature release of FOMC information. I would like 
to turn now to the answers to those three questions. 

At FOMC meetings, I take very brief, rough notes on 
the views eitpressed by participants. These notes assist me 
in keeping track of Committee sentiment as the meeting 
progresses and thus in judging where a consensus may be 
reached with respect to monetary policy. After the meeting, 
the notes are kept in a locked file cabinet along with other 
FOMC materials. 

Others attending the FOMC meetings may also be 
taking notes, and I am sure they will tell you about them in 
their own responses. I have suggested to the Reserve Bank 
presidents that they respond to your questions regarding 
whatever records may be kept at their own Banks: I will 
cover records made by the Board staff, and. in particular, 
by the FOMC secretariat. 

Some individual members of the Board staff take 
handwritten notes and retain them to help them in 
discharging their responsibilities. The meetings are 
recorded electronically by the FOMC secretariat. These 
audio tapes are used to assist in the preparation of the 
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minutfts that arc ralaasad to the public following the 
subsaquant maating: tharaaftar. the tapas are recorded over. 
In the process of putting together the minutes, an unedited 
transcript is prepared from the tapes, as are detailed notes 
on selected topics discussed in the course of the meeting. 
These materials generally are seen only by the staff 
involved in preparing the minutes, and the documents are 
kept under lock and key by the FOMC secretariat. 

With regard to your final query, on the release of 
information about FOMC meetings. I would again state my 
strong view that any unauthorized release of FOMC decisions 
is a very serious matter. Leaks of FOMC proceedings are 
clearly unfair to the public, potentially disruptive of the 
policymaking process, and undoubtedly destructive of public 
confidence in the Federal Reserve. 

Any leaks that may have occurred were most 
assuredly not orchestrated or directed by the FOMC. A 
deliberate premature leak of information is repugnant. Our 
current policies that call for delayed release of 
information are in place for good reasons, as I indicated 
previously. They are grounded on an assumption of 
confidentiality: leaks undermine these policies. 

I suspect that, to an extent, what appear to be 
deliberate leaks may instead represent something quite 
different. In some cases. FOMC participants who speak to 
the press may believe they have revealed nothing about 
recent monetary policy decisions, but they may in fact have 
inadvertently provided enough of a sense of the policy 
considerations to allow conclusions to be drawn, especially 
for experienced reporters speaking to several sources. This 
puts us in a difficult situation. Ve should not reveal 
confidential information about our decisions. At the same 
time, we cannot and should not wall ourselves off entirely 
from the media: it is our obligation to explain the broad 
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coniidtrationf that sotivatft monetary policy, to correct 
certain miiimpreiaiona, and to convey aa such information as 
poiiible* without roiling marketa, creating inequities, or 
violating the trust of our colleagues. 

The FOMC has discussed this issue extensively, and 
ve have taken several steps that ve believe will curb any 
further unauthorized release of information. Ve have re- 
emphasised the necessity of avoiding contact with the press 
during the periods surrounding FOMC meetings and of caution 
at other times. Moreover, it has been made clear that any 
futura leak from an FOMC meeting will be followed up very 
aggressively- -by a full investigation that will include 
gathering sworn statements from all attendees. 

As to whether I personally played a part in past 
laaka of FOMC information. I can assure you that I have 
rmvar knowingly released to the press or to other members of 
lh«i public any information about the results of an FOMC 
m««itlng prior to the formal, scheduled release. I would 
liiciude one footnote to this statement, however: From time 
to time, I have briefed members of various Administrations 
about the outcomes of FOMC meetings, because that knowledge 
couid assist them in the formulation of government policies 
tiM which they have responsibility. This qualification has 
not. however, been a relevant one over the past year or so. 
aa the Federal Reeerve has not altered its instrument 
sattings. 

1 trust the problem of leaks is behind us. If I am 
wrong about this, the FOMC's policy on delayed disclosure of 
decisions will have to be reevaluated. Should we have to 
change our policy as a result, it would be unfortunate, for 
1 firmly believe that a shift to prompter disclosure of the 
substance of our deliberations will adversely affect our 
dlacussions and decisions and therefore monetary policy 
itself. 
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For Use at 4:30 p. 



March 26. 1993 



The Federal Reserve Board and the Federal Open Market 
Committee today released the attached minutes of the Committee 
meeting held on February 2-3. 1993. 

The minutes for each meeting of the Committee are made 
available a few days after the next regularly scheduled meeting 
and subsequently are published in the Federal Reserve Bulletin. 
The summary description of economic and financial conditions 
contained in these minutes is based solely on the information 
that was available to the Committee at the time of the meeting. 
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Minur^g of rh» F^dTMl Qp^ti Marker CnmmJT'tmM 

Mttting of Ftbniary 2-3. 19^3 

A BAAtlnfi of the F«dftral Op«& lUrkftt CoHBittft* vm held in 

thft offices Qf the Board of Gav«rnors of the Federal Reserve Systea in 
Washington. D.C.. on Tuesday F«bruiry 2. 1993. at 2:30 p. a. and was 
continued on Wednesday. February 3. 1993. at 9:00 a.a. 

PRESENT: Mr. Greenspan. Chairman 

Mr. Corrigan. Vice Chairaan 

Mr. Angell 

Mr . Boehne 

Mr. Keehn 

Mr. Kelley 

Mr. LaWare 

Mr. Lindsey 

Mr. McTeer 

Mr. Mullins 

Ms. Phillips 

Mr. Stern 

Messrs. Broaddus. Jordan. Forrestal. and Parry. Alternate 
Members of the Federal Open Market Committee 

Messrs. Hoenig. Melzer. and Syron. Presidents of the Federal 
Reserve Banks of Kansas City. St. Louis, and Boston, 
respectively 

Mr. Kohn. Secretary and Economist 

Mr. Bernard. Deputy Secretary 

Mr. Coyne. Assistant Secretary 

Mr. Gillum. Assistant Secretary 

Mr. Mattingly. General Counsel 

Mr. Patrikis. Deputy General Counsel 

Mr. Prell. Economist 

Mr. Truman. Economist 

Messrs. R. Davis. Lang. Lindsey. Promisel. 
Rosenblum. Scheld. Siegman. Simpson, 
and Slifman. Associate Economists 

Mr. McDonough. Manager of the System Open Market 

Account 
Ms. Greene. ^Deputy Manager for Foreign Operations 
Ms. Lovett.' Deputy Manager for Domestic Operations 

Mr. Ettin. Deputy Director. Division of Research and 

Statistics. Board of Governors 
Mr. Stockton. Associate Director. Division of Research and 

Statistics. Board of Governors 
Mr. Madigan. Assistant Director. Division of Monetary 

Affairs. Board of Governors 



1. Attended Wednesday session only. 

2. Attended Tuesday session only. 
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Mr. Brady. Section Chief. Division of Monetary Affairs. 

Board of Governors 
Mr. Rosine. Senior Economist. Division of Research and 

Statistics. Board of Go v« mots 
Mr. Wiles Secretary of the Board. Office of the 

SEcr«Tary Board of Governors 
Mr. Winn Afcifiant to the Board. Office of Board Heaters. 

Ba«rd of Governors 
Ms. Vemeke. Special Assistant to the Board. Office of 

Board Henberf Board of Govemors 
Hr. Siciliano. Special Afisistant to th« General Counsel. 

Legal Division. Board of Governors 
Ms. Low. Open Hirkei Secretariat Assistant. Division of 

Konetaty Affairs. Board of Governors 

Messrs. Beebe. T. Davis. Devald. Goodfriend. and Ms. 

Tschinkel. Stnior Vice Presidents Federal Reserve 
Banks of £an Francisco. Kansas City. St. Louis. 
Richmond, and Atlanta, respectively 

Mr. McNees. Vice President. Federal Reserve Bank of Boston 
Mr. Gavin. Assistant Vice President. Federal Reserve Bank of 

Cleveland 
Mr. Veber. Senior Research Officer. Federal Reserve Bank of 

Minneapolis 
Ms. Meulendyke. Manager. Open Market Operations. Federal 

Reserve Bank of New York 

The Secretary reported that advices of the election of the 

Reserve Bank nenbers and alternate members of the Federal Open Market 

Committee for the period commencing January 1. 1993. and ending 

December 31. 1993. had been received and that these individuals had 

executed their oaths of office. The elected members and alternate 

■embers were as follows: 

E. Gerald Corrigan. President of the Federal Reserve Bank of New York, 
with James H. Oltman. First Vice President of the Federal Reserve 
Bank of New York, as alternate: 

Edward G. Boehne. President of the Federal Reserve Bank of 

Philadelphia. %d.th J. Alfred Broaddus. Jr.. President of the 
Federal Reserve Bank of Richmond, as alternate: 

Silas Keehn. President of the Federal Reserve Bank of Chicago, with 
Jerry L. Jordan. President of the Federal Reserve Bank of* 
Cleveland, as alternate: 



3. Attended portion of meeting relating to the Committee's 
discussion of the economic outlook and its longer -run 
objectives for monetary and debt aggregates. 

4. Attended portion of the meeting relating to the release of 
FOMC information to the public. 
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Robert D. McTeer. Jr.. President of the Federal Reserve Bank of 

Dallas, with Robert P. Forrestal. President of the Federal Reserve 
Bank of Atlanta, as alternate: 

Gary H. Stern. President of the Federal Reserve Bank of Minneapolis, 
with Robert T. Parry. President of the Federal Reserve Bank of San 
Francisco, as alternate. 

By unanimous vote, the Committee elected the following 

officers of the Federal Open Market Committee to serve until the 

election of their successors at the first meeting of the Committee 

after December 31. 1993. with the understanding that in the event of 

the discontinuance of their official connection with the Board of 

Governors or with a Federal Reserve Bank, they would cease to have any 

official connection with the Federal Open Market Committee: 

Alan Greenspan Chairman 

E. Gerald Corrigan Vice Chairman 

Donald L. Kohn Secretary and Economist 

Normand R. V. Bernard Deputy Secretary 

Joseph R. Coyne Assistant Secretary 

Gary P. Gillum Assistant Secretary 

J. Virgil Mattingly. Jr. General Counsel 

Ernest T. Patrikis Deputy General Counsel 

Michael J. Prell Economist 

Edwin M. Truman Economist 

Richard G. Davis. Richard W. Lang. 
David E. Lindsay. Larry J. Promisel. 
Arthur J. Rolnick. Harvey Rosenblum. 
Karl A. Scheld. Charles J. Siegman. 
Thomas D. Simpson, and Lawrence Slifman Associate Economists 

By unanimous vote, the Federal Reserve Bank of New York was 
selected to execute transactions for the System Open Market Account 
until the adjournment of the first meeting of the Committee after 
December 31. 1993. 

By unanimous vote. William J. McDonough. Margaret L. Greene, 
and Joan E. Lovett were selected to serve at the pleasure of the 
Committee in the capacities of Manager of the System Open Market 
Account. Deputy Manager for Foreign Operations. System Open Market 
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Account, and Deputy Manager for Domestic Operations. System Open 

Market Account respectively, on the understanding that their selection 

was subject to their being satisfactory to the Federal Reserve Bank of 

New York. 

Secretary's note: Advice subsequently was received 
that the selections indicated above were satisfactory 
to the board of directors of the Federal Reserve Bank 
of New York. 

On January 15. 1993, the continuing rules, regulations. 

authorizations, and other instruments of the Committee listed below 

were distributed with the advice that, in accordance with procedures 

approved by the Committee, they were being called to the Committee's 

attention before the February 2-3 organization meeting to give members 

an opportunity to raise any questions they might have concerning them. 

Members were asked to indicate if they wished to have any of the 

instruments in question placed on the agenda for consideration at this 

meeting. No requests for substantive consideration were received. 

At the meeting, the Committee voted unanimously to update the 

references to the Management of the System Open Market Account that 

were contained in the following: (1) Procedures for allocation of 

securities in the System Open Market Account and (2) Program for 

Security of FOMC Information. Apart from the indicated updating of 

titles, all of the instruments listed below remained in effect in 

their existing forms. 

1. Procedures for allocation of securities in the System Open Market 
Account. 

2. Authority for the Chairman to appoint a Federal Reserve Bank as 
agent to operate the System Account in case the New York Bank is 
unable to function. 

3. Resolution of FOMC to provide for the continued operation of the 
Committee during an emergency: Resolution of FOMC authorizing 
certain actions by Federal Reserve Banks during an emergency. 

4. Resolution relating to examinations of the System Open Market 
Account. 
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providtd that the aggregate amount of bankers acceptances 
held at any one time shall not exceed $100 million: 

(c) To buy U. S. Government sccurlticfi. obligations 
that are direct obligations of* or fully guaranteed as to 
principal and interest by. any agency of the United 
States, and prime bankers acceptances of the types 
authorized for purchase under I Cb) above, from dealers 
for the account of the Federal Eeserve Bank of New York 
under agreentents far repurchase of such securities^, 
obligations, or acceptances in 15 calendar days or less. 
at rates that, \inless otherwise expressly authorised by 
the Committee, shall be determined by competitive 
bidding, after applying reasonable limitaticnc on the 
volume of agreements with individual dealerE; provided 
that in the event Government Eccuritiea or agency Issues 
covered by any such agreement are not repurchased by the 
dealer pursuant to the agreement or a renewal thereof^ 
they shall be sold in the market or transferred to the 
System Open Market Account: and provided further that in 
the event bankers acceptances covered by any such 
agreement are not repurchased by the seller, they shall 
continue to ba held by the Federal Reserve Bank or shall 
be sold in the open market. 

2. In order to ensure the effective conduct of open 
market operations the Federal Open Harket Conualttee 
authorizes and directs the Federal Reserve Banks to lend 
U S Government securities held Iti the System Open 
Harket Account to Government securities dealers and to 
banks participating in Government securities clearing 
arrangements conducted through a Federal Reserve Sank, 
under such instructions as the Committee may specify from 
time to time. 

3. In order to ensure the effective conduct of open 
market operations, while assisting in the provision of 
short term investments for foreign and international 
accounts maintained at the Federal Reserve Bank of New 
York the Federal Open Market Committee authorizes and 
directs the Federal Reserve Bank of New York (a) for 
System Open Market Account, to sell U. S. Government 
securities to such foreign and international accounts on 
the bases set forth in paragraph 1(a) under agreements 
providing for the resale by such accounts of those 
securities %rithin 15 calendar days on terms comparable to 
those available on such transactions in the market: and 
(b) for New York Bank account when appropriate to 
undertake with dealers subject to the conditions imposed 
on purchases and sales of securities in paragraph 1 c) . 
repurchase agreements in Uh S. Governnent and agency 
securities, and to arrange corresponding sale and 
repurchase agreements between its own account and foreign 
and international accounts maintained at the Bank. 
Transactions undertaken with such accounts under the 
provisions of this paragraph may provide for a service 
fee vrhen appropriate. 
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By unanimous vote, the Authorization for Foreign Currency 

Operations was amended to update the title of the Manager of the 

System Open Market Account. The Authorization, as amended, is shown 

below: 

1. The Federal Open Market Committee authorizes. and 
directs the Federal Reserve Bank of Kev York for System 
Open Market Account, to the extent necessary to carry out 
xhe Conraittae s foreign currency directive ^nd express 
euihorizailons by the Committee pursuant thereto, and in 
conformity with such procedural instructions as the 
Committee may issue from time to time: 

A. To purchase and sell the following foreign 
currencies in xhe form of cable transfers through spot or 
forward transaction:? on the open market at home and 
abroad, including transactions with the U. S. Treasury, 
with the U. £. Exchange Stabiliiation Fund established by 
Section 10 of the Gold Reserve Act of 934, with foreign 
monetary authorities, with the Bank for International 
Settlements, and with other international financial 
institutions: 

Austrian schillings 
Belgian francs 
Canadian dollars 
Danish kroner 
Pounds sterling 
French francs 
German marks 
Italian lire 
Japanese yen 
Mexican pesos 
Netherlands guilders 
Norwegian kroner 
Swedish kronor 
Swiss francs 

B. To hold balances of. and to have outstanding forward 
contracts to receive or to deliver, the foreign 
currencies listed in paragraph A above. 

C. To draw foreign currencies and to permit foreign 
banks to draw dollars under the reciprocal currency 
arrangements listed in paragraph 2 below, provided that 
drawings by either party to any such arrangement shall be 
fully liquidated within 12 months after any amount 
outstanding at that time was first dra%m. unless the 
Committee, because of exceptional circumstances, 
specifically authorizes a delay. 

D. To maintain an overall open position in all foreign 
currencies not exceeding $25.0 billion. For this 
purpose, the overall open position in all foreign 
currencies is defined as the sum (disregarding signs) of 
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net positions in individual currencies. The net position 
in a single foreign currency is defined as holdings of 
balances in that currency, plus outstanding contracts for 
future receipt, minus outstanding contracts for future 
delivery of that currency, i.e.. as the sum of these 
elements with due regard to sign. 

2. The Federal Open Market Committee directs, the 
Federal Reserve Bank of New York to maintain reciprocal 
currency arrangements ("swap" arrangements) for the 
System Open Market Account for periods up to a maximum of 
12 months with the following foreign banks, which are 
among those designated by the Board of Governors of the 
Federal Reserve System under Section 214.5 of Regulation 
N. Relations with Foreign Banks and Bankers, and with the 
approval of the Committee to renew such arrangements on 
maturity: 

Amount of arrangement 
(millions of dollars 
Foreign bank 

Austrian National Bank 

National Bank of Belgium 

Bank of Canada 

National Bank of Denmark 

Bank of England 

Bank of France 

German Federal Bank 

Bank of Italy 

Bank of Japan 

Bank of Mexico 

Netherlands Bank 

Bank of Norway 

Bank of Sweden 

Swiss National Bank 

Bank for International Settlements 

Dollars against Swiss francs 

Dollars against authorized European 
currencies other than Swiss francs 

Any changes in the terms of existing swap arrangements, 
and the proposed terms of any new arrangements that may 
be authorized, shall be referred for review and 
approval to the Committee. 

3. All transactions in foreign currencies undertaken 
under paragraph 1(A) above shall, unless otherwise 
expressly authorized by the Committee, be at prevailing 
market rates. For the purpose of providing an 
investment return on System holdings of foreign 
currencies, or for the purpose of adjusting interest 
rates paid or received in connection with swap 
drawings, transactions with foreign central banks may 
be undertaken at non-market exchange rates. 

4. It shall be the normal practice to arrange with 
foreign central banks for the coordination of foreign 
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currency transactions. In making operating 
arrangements with foreign central banks on System 
holdings af foreign currencies the Federal Reserve 
Bank of New York shall not commit Itfelf to maintain 
any specific balance, unless authorized by the Federal 
Open Market Ccnnmltt^e. Any agreements or 
understandings concerning the administration of the 
accounts maintained by the Federal Reserve Bank of New 
York with the foreign banks designated by the Board of 
GovernoTK under Section Z14.5 of Regulation N shall be 
referred for review and approval to the Committee. 

5. Foreign currency holdings shall be invested 
insofar as practicable, considering needs for minimum 
working balances. Such investments shall be in liquid 
form, and generally have no more than 2 months 
remaining to maturity. When appropriate in connection 
wlrh arrangements to provide investment facilities for 
foreign currency holdings. U. S. Government securities 
may he purchased from foreign central banks under 
agreements for repurchase of such securities within 30 
calendar days. 

6. All operations undertaken pursuant to the 
preceding paragraphs shall be reported promptly to the 
Foreign Currency Subcommittee and the Committee. The 
Foreign Currency Subcommittee consists of the Chairman 
and Vice Chairman of the Committee the Vice Chairman 
of the Board of Governors and such other member of the 
Board as the Chairman may designate or in the absence 
of members of the Board serving on the Subcoimnittee. 
other Board Members designated by the Chairman as 
alternates, and in the absence of the Vice Chairman of 
the Committee, his alternate). Meetings of the 
Subcommittee shall be called at the request of any 
member, or at the request of the Manager of the System 
Open Market Account, for the purposes of reviewing 
recent or contemplated operations and of consulting 
with the Manager on other matters relating to his 
responsibilities. At the request of any member of the 
Subcommittee, questions arising from such reviews and 
consultations shall be referred for determination to 
the Federal Open Market Committee. 

7. The Chairman is authorized: 

A. With the approval of the Committee, to enter 
into any needed agreement or understanding with the 
Secretary of the Treasury about the division of 
responsibility for foreign currency operations between 
the System and the Treasury: 

B. To keep the Secretary of the Treasury fully 
advised concerning System foreign currency operations, 
and to consult with the Secretary on policy matters 
relating to foreign currency operations: 
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C. Froa tiac to tia*. to transmit appropriate 
reports and inforaation to the National Advisory 
Council on International Monetary and Financial 
Policies. 

8. Staff officers of the Coaaittee are authorised to 
transait pertinent inforaation on Systea foreign 
currency operations to appropriate officials of the 
Treasury Departaent. 

9. All Federal Reserve Banks shall participate in the 
foreign currency operations for Systea Account in 
accordance with paragraph 3 G(l) of the Board of 
Governors' Stateaent of Procedure with Respect to 
Foreign Relationships of Federal Reserve Banks dated 
January 1. 1944. 

By unanimous vote, the Foreign Currency Directive, as shown 

below, was reaffirmed: 

1 . System operations in foreign currencies shall 
generally be directed at countering disorderly aarket 
conditions, provided that market exchange rates for the 
U. S. dollar reflect actions and behavior consistent 
v±th the IMF Article IV, Section 1. 

2. To achieve this end the System shall: 

A. Undertake spot and forward purchases and sales 
of foreign exchange. 

B. Maintain reciprocal currency ("swap") 
arrangements with selected foreign central banK« and 
%rith the Bank for International Settlement's. 

C. Cooperate in other respects with central banks 
of other countries and with international monetary 
institutions. 

3. Transactions may also be undertaken: 

A. To adjust System balances in light of probable 
future needs for currencies. 

B. To provide means for meeting System and 
Treasury commitments in particular currencies, and to 

' facilitate operations of the Exchange Stabilization 
Fund. 

C. For such other purposes as may be expressly 
authorized by the Committee. 

4. System foreign currency operations shall be 
conducted: 

A. In close and continuous consultation and 
cooperation with the United States Treasury: 
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B. In cooperation, as appropriate, with foreign 
monetary authorities; and 

C. In a manner consistent with the obligations of 
the United States in the International Monetary Fund 
regarding exchange arrangements under the IMF Article 
IV. 

By unanimous vote, the Procedural Instructions with respect 

to Foreign Currency Operations were amended to update the title of the 

Manager of the System Open Market Account. The Procedural 

Instructions, as amended, are shown below: 

In conducting operations pursuant to the 
authorization and direction of the Federal Open Market 
Committee as set forth in the Auihoriaation for Foreign 
Currency Operations and xhe Foreign Currency Directive, 
the Federal Reserve Bank of Hew York tbrou&h xhe 
Manager of the System Open Market Account ["Manager"), 
shall be guided by the following procedural 
understandings with respect to consultations and 
clearance with the Committee, the Foreign Currency 
Subcommittee and the Chairman of the Committee. All 
operations undertaken pursuant to such clearances shall 
be reported promptly to the Committee. 

1. The Manager shall clear with the Subcommittee (or 
with the Chairman, if the Chairman believes that 
consultation with the Subcommittee is not feasible in 
the time available) : 

A. Any operation that would result in a change in 
the System's overall open position in foreign 
currencies exceeding $300 million on any day or $600 
million since the most recent regular meeting of the 
Committee. 

B. Any operation that would result in a change on 
any day in the System's net position in a single 
foreign currency exceeding $150 million, or $300 
million when the operation is associated with repayment 
of swap drawings. 

C. Any operation that might generate a 
substantial volume of trading in a particular currency 
by the System, even though the change in the System's 
net position in that currency might be less than the 
limits specified in IB. 

D. Any swap drawing proposed by a foreign bank 
not exceeding the larger of (i) $200 million or (ii) 15 
percent of the size of the swap arrangement. 

2. The Manager shall clear with the Committee (or 
with the Subcommittee, if the Subcommittee believes 
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that consultation vith th* full CosBltt** is not 
feasible in the tise available, or wixh the Chairaan. 
if the Chairman believes that consultation vith the 
Subcommittee is not feasible in the time available): 

A. Any operation that wo\jld result in a change in 
the System's overall open position in foreign 
currertcies ciEceedins $1.5 billion since the most recent 
regular meeting of the Committee. 

B. Any swap dra%d.ng proposed by a foreign bank 
exceeding the larger of (i) £200 million ar (ii) 15 
percent of the sise of the svap arringemtnt. 

3. The Hanager shall also consult vith the 
Subcommittee or the Chalriaan about proposed swap 
dravings by the £yst«in. and about any operations that 
are not of a routine character. 

The Report of Examination of the System Open Market Account, 
conducted by the Board's Division of Reserve Bank Operations and 
Payments Systems as of the close of business on July 31. 1992. was 
accepted. 

By unanimous vote, the minutes of actions taken at the 
meeting of the Federal Open Market Committee held on December 22. 
1992. were approved. 

The Deputy Manager for Foreign Operations reported on 
developments in foreign exchange markets during the period December 
22. 1992. through February 2. 1993. There were no System open market 
transactions in foreign currencies during this period, and thus no 
vote was required of the Committee. 

The Manager of the System Open Market Accotint reported on 
developments in domestic financial markets and on System open market 
transactions in government securities and federal agency obligations 
during the period December 22. 1992. through February 2. 1993. By 
unanimous vote, the Coamittee ratified these transactions. 

The Committee then turned to a discussion of the economic 
outlook, the ranges for the grovth of money and debt in 1993. and the 
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implementation of monetary policy over the intermeeting period ahead. 
A funmary of the economic and financial information available at the 
time of the meeting and of the Committee's discussion is provided 
below, followed by the domestic policy directive that was approved by 
the Committee and issued to the Federal Reserve Bank of New York. 

The information reviewed at this meeting indicated that 
economic activity rose appreciably further in the fourth quarter. 
Final demands were buoyed by strength in consumption, business 
spending for durable equipment, and residential construction. 
Manufacturing activity also increased considerably, and employment 
appeared to be on a modest upward trajectory, despite a continuing 
flow of announcements of layoffs by large corporations. Although 
recent data on wages and prices had been mixed, on balance they 
suggested that inflation was trending gradually lower. 

Total nonfarm payroll employment registered a small increase 
in December for the fourth consecutive month. Service industries, 
notably business and health services, and retail trade accounted for 
nearly all of the rise in jobs. Manufacturing and constmcTioa 
payrolls changed little, and government employment fell as temporary 
election workers were dropped from payrolls. The civilian unemploy- 
ment rate remained at ?.3 percent, almost 1/2 percentage point below 
its mid -year peak but slightly above its level at the beginning of the 
year. 

Industrial production advanced further in December and was up 
considerably ever the fourth quarter as a whole. Motor vehicle 
assemblies rose sharply during the quarter: strong gfaias also w«re 
registered in business equipment, partly reflecting a fortber joip in 
output cf com^vters. aai l£ moodurable consiaer goods. By contrasx. 
the frs^octics cf d^sraMe cccs^SMr goods other thaa motor vehiclos vms 
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o«tf«t aif 4*f<»«» a^A spmcm m^ttpmrnx fwmimni mm m 4 mmMmz4 trwid. 
TcetMl «cllisa[CiaB ef iadssxrial capacxTy iBcr%«s«d sipuficwktlY i» 
thm fo«rtk qaaxrsr aad fe; rb* ymmx mm m vboItt« 

~~ CiMiMMi sp«ndl£f vas op ««^sx«Mti*ullir i» tiM fourth quarter « 
EcraiJ. salas. after rlsi&c sharpy la Octobar a»d chaatlag little ia 
■ovaabar. fostad a fnrtbar siaabla iacraasa la Dacaabar^ Tba larfast 
sales gaixs is tba fourth qoartar vara raportad at awtoantixa 4aalars 
and at ball ding aatarial and supply outlets, but anst ctber types cf 
retail stores also recorded higher sales. By contrast. consxaMr 
spending for serrices. as indicated by data on personal coasuBtpti9-n 
azpendituref. rose aore slowly. Bousing starts surged in Decaaber« 
vlth single family starts reaching their highest level in nearly three 
years and Bultifamily starts picking up slightly froa the very lov 
levels of October and Novenber. Sales of nev and existing hoaies 
regained on a strong upward trend in Deceaber. 

Real outlays for business fixed investaent apparently 
registered a notable gain in the fourth quarter* particularly for 
producers' durable equipment. Shipments of nondefense capital goods 
rose in Noveaber and Deceaber after changing little in October; for 
the quarter as a whole, shipaants advanced substantially* with 
increases widespread by category. Business purchases of cart and 
trucks were up sharply in the fourth quarter, while nonresidential 
construction activity retraced a saall part of a third -quarter 
decline . 

Business inventories expanded aoderataly in Novambar at a 
sizable drop In aanufacturing inventories wat mora than offtat by 
increases in wholesale and retail invantoriat. At the aanufacturing 
level, the dra%rdown of stocks wat associated with strong thipaantt of 
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durable goods, and inventory- to -shipments ratios in most industries 
were at or near the bottom of their recent ranges. In the wholesale 
sector, sizable inventory increases were reported in November for a 
second straight month: most of the buildup was limited to machinery, 
motor vehicles, and miscellaneous nondurable goods. With stocks 
rising in line with sales since September, the stock-to- sales ratio it 
wholesaling remained at the low end of its range over the past year. 
Retail inventories increased moderately further in November: the 
inventory-to-sales ratio for the sector was slightly below its average 
for previous months of the year. 

The nominal U.S. merchandise trade deficit widened slightly 
in November. For October and November together, however, the deficit 
narrowed a little from its average rate in the third quarter, as the 
value of exports rose more than the value of imports. Host of the 
increase in exports was in capital goods, both machinery and aircraft, 
and in consiimer goods. Passenger cars accounted for a considerable 
part of the rise in imports, while the inflow of consumer goods eased 
from the very strong pace of the third quarter. Recent indicators 
suggested that economic activity had remained weak in the major 
foreign industrial countries and that unemployment rates had increase( 
further in most of those countries. The recovery in Canada appeared 
to be continuing, but the dovmturn in western Germany and Japan 
evidently had persisted into the fourth quarter. 

A small November decline in producer prices of finished 
goods was reversed in December, with a rebound in prices of finished 
foods outweighing a further drop in energy prices. For finished item; 
other than food and energy, producer prices rose in December, but the 
advance followed six months of no change on balance; for 1992 as a 
whole, this measure of prices increased by a considerably smaller 
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amount than in 1991. At the consumer level, the index for prices of 
nonfood, non-energy items edged higher in December after somewhat 
larger increases in the two preceding months. The rise in this index 
in 1992 was the smallest for any year since the early 1970s, when wage 
and price controls were in effect. Hourly compensation of private 
industry workers advanced a little more rapidly in the fourth quarter 
than in the two previous qiiarters. but the rise in total compensation 
over the year as a whole was considerably smaller than in 1991. The 
slowing of labor cost increases last year occurred in both the wages 
and benefits components. 

At its meeting on December 22. the Committee adopted a 
directive that called for maintaining the existing degree of pressure 
on reserve positions and that did not include a presumption about the 
likely direction of any adjustments to policy during the intermeeting 
period. Accordingly, the directive indicated that in the context of 
the Committee's long-run objectives for price stability and 
sustainable economic growth, and giving careful consideration to 
economic, financial, and monetary developments, slightly greater 
reserve restraint or slightly lesser reserve restraint would be 
acceptable during the intermeeting period. The reserve conditions 
associated with this directive were expected to be consistent with 
expansion of H2 at an annual rate of about 1-1/2 percent and with M3 
remaining about unchanged on balance over the four -month period from 
November through March. 

Open market operations during the intermeeting period were 
directed toward maintaining the existing degree of pressure on reserve 
positions. Adjustment plus seasonal borrowing was well above expected 
levels in the first two full reserve maintenance periods in the 
intermeeting interval: borrowing was sizable over the long New Year's 
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veekend and also later when unusually heavy Treasury tax receipts 
drained reserves from the banking system. The federal funds rate 
averaged close to expected levels over the intermeeting period. 
However, the rate was somewhat volatile in late December as a result 
of sizable swings in market factors affecting reserves and of shifting 
market anticipations regarding year- end pressures. 

Host other short-term interest rates declined somewhat over 
the intermeeting period, in part reflecting the passing of year-end 
pressures. Intermediate- and long-term rates, including those on 
fixed -rate mortgages, also moved somewhat lower: the declines occurred 
in response to growing indications that any proposed near-term fiscal 
stimulus would be quite moderate and that the new Administration 
intended to recommend steps, possibly including new taxes, to lower 
the trajectory of the fiscal deficit appreciably over time. Broad 
indexes of stock prices exhibited mixed results over the intermeeting 
period: Indexes giving heavy weight to large companies changed 
little, while those primarily reflecting smaller companies rose 
significantly. 

In foreign exchange markets, the trade -weighted value of the 
dollar in terms of the other G-10 currencies rose on balance over the 
intermeeting period. Through early January, the dollar appreciated 
against both the yen and the mark, especially the latter, in response 
to actual and expected further declines in interest rates in Japan and 
Germany. Subsequently, the dollar's gains were partially erased as 
the prospects for near -term easing in Germany diminished somewhat and 
perceptions grew that fiscal initiatives in the United States would 
lower the deficit and reduce the chances that monetary policy might be 
tightened in the months ahead. 
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Aft«r expanding at a moderate pace over the course of earlier 
■onths. M2 contracted in Deccaber and January. Soae of the weakness 
reflected a sloiidovn in Ml gro%rth associated with lover nortgage 
refinancing activity. Within M2's nontransaction coaponent. the 
expansion of savings and noney market deposit accounts slowed 
abruptly, perhaps owing in part to the wider spread that had developed 
during the fall between market rates and those paid on these accounts. 
as well as to the use of monies' in these accounts to fund a step -up in 
consumer purchases and nonvithheld tax payments. In addition, the 
continued attractiveness to investors of bond and stock mutual funds 
might have contributed to a quickening of the runoff of holdings of 
money market mutual funds and to the persisting weakness in other H2 
accounts. Appreciable declines in M3 in December and January 
reflected both the contraction in H2 and reduced needs by banks for 
managed liabilities at a time of weak overall credit demand. From the 
fourth q\iarter of 1991 to the fourth quarter of 1992, both M2 and M3 
grew at rates somewhat below the lower ends of the Committee's annual 
ranges. Total domestic nonfinancial debt appeared to have expanded at 
the lower end of the Committee's monitoring range for 1992. 

The staff projection prepared for this meeting suggested that 
economic activity would expand over the year ahead at a pace that 
%rould be sufficient to reduce gradiially margins of unemployed labor 
and capital. Recent declines in long-term interest rates and more 
optimistic attitudes on the part of businesses and households were 
expected to support further solid gains in business fixed investment 
and in homebuying. Continuing progress in reducing debt service 
burdens and a gradual lessening of concerns regarding job security 
%rere projected to foster an expansion of consumer spending a shade 
faster than the gro%rth in incomes. Export demand would be damped for 
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some period of time by the appreciation of the dollar fince mid- 1992. 
but an anticipated pickup in grovrth abroad later this year would begin 
to counteract the effects of the higher dollar. Against the 
background of considerable uncertainties associated with still 
unannounced fiscal policy initiatives, the staff retained for this 
forecast the assiunption contained in several previous forecasts that 
fiscal policy would remain mildly restrictive, largely because of 
declining defense outlays. The persisting slack in resource 
utilization over the forecast horizon was expected to be associated 
with some additional progress in reducing inflation. 

In the Committee's discussion of current and prospective 
economic developments, the members were encouraged by the mounting 
evidence of appreciable momentum in the economic expansion. On the 
whole, recent developments tended to reinforce their forecasts of 
continuing gro%rth at a moderate pace over the year ahead, especially 
in light of the improvement in business and consiimer confidence. The 
impact of some retarding influences on the expansion, notably various 
balance sheet adjustment activities, appeared to be waning. In 
addition, while some major sectors of the economy such as defense 
spending and commercial construction remained weak, the economy was 
benefitting from considerable growth in consumer spending, from rising 
business expenditures for producer equipment, and from increasing 
outlays for housing. In one view, the recent behavior of commodity 
prices also tended to indicate some strengthening in the economy's 
expansion. Despite various indications of a more firmly established 
expansion, however, the members felt that the outlook remained subject 
to a good deal of uncertainty, and some coaaented that substantial 
deviations- -in either direction- -from their current forecasts could 
not be ruled out. It was noted in this connection that the specifics 
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of the President's fiscal policy proposals were still unknovn. and 
their reception by the public and the Congress would have a major 
influence on confidence, interest rates, and the performance of the 
economy. Other sources of uncertainty related to the outlook for 
further restr^icturing activities that involved cutbacks in operations 
and emplojrment by many firms, and the prospective lending policies of 
banking institutions. With regard to the outlook for inflation, most 
of the members believed that some further progress toward stable 
prices was likely over the year ahead, given an economic outcome about 
in line with their forecasts of continued, albeit reduced, margins of 
tinutilized or underutilized productive resources. Some members also 
referred to the extended period of relatively sluggish grovrth in the 
broad measures of money as a favorable indicator in the outlook for 
inflation. 

In keeping with the practice at meetings when the Committee 
establishes its long-run ranges for growth of the money and debt 
aggregates, the Committee members and the Federal Reserve Bank 
presidents not currently serving as members had prepared projections 
of economic activity, the rate of unemployment, and inflation for 
1993. The central tendencies of the forecasts pointed to slightly 
faster economic growth this year than currently seemed to have 
occurred in 1992. The anticipated rate of economic expansion would be 
at a pace that was rapid enough to reduce the rate of unemplojrment a 
little further. Nonetheless, with some slack in productive resources 
persisting, price and cost pressures would remain subdued and modest 
additional moderation in inflation was expected by most members. 
Measured from the fourth quarter pt 1992 to the fourth quarter of 
1993. the forecasts for gro%#th of real GDP had a central tendency of 3 
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to 3-1/4 percent within a full range of 2-1/2 to 4 percent. Projec- 
tions of the civilian rate of unemployment in the fourth quarter of 
1993 were concentrated in the upper half of a 6-1/2 to 7 percent 
range. For the CPI. the central tendency of the forecasts for the 
period from the fourth quarter of 1992 to the fourth quarter of 1993 
was centered on increases in a range of 2-1/2 to 2-3/4 percent, and 
for nominal GDP the forecasts were clustered in a range of 5-1/2 to 6 
percent for the year. 

In the course of the Committee's discussion of various 
factors underlying the outlook for economic activity, the members 
observed that* on the whole the effects of a number of structural 
impediments to the expansion seemed to be diminishing as the financial 
condition of households, business firms, and financial institutions 
continued to improve. Household and business debt -service burdens had 
eased substantially, but it remained difficult to predict to what 
extent and for how long the ongoing balance sheet adjustments would 
continue to divert an unusual proportion of cash flows from spending 
to balance sheet repair. Improved profitability and new capital- 
market issuance had strengthened the capital positions of banking 
institutions, and in general they were now in a much better position 
to augment their lending activities. However, there were few 
indications thus far of any easing in terms or standards on business 
loans, and the depressed and uncertain values of commercial mortgages 
and real estate held in bank portfolios might continue to exert an 
inhibiting effect on the willingness of banks to lend. Another 
negative factor was the persistence of downsizing and other 
restructuring activities by numerous firms, notably large businesses. 
Such restructuring activitits had not fully run their course as many 
firms continued to pare excess production capacity and to modernize 
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production faciliti«f to attt rtrong coapctition in doB«ctic «nd 
foreign markets. The resulting layoffs had daaped overall job gro%#th. 

Despite tepid job growth, retail sales had strengthened 
markedly during the closing months of 1992. and several members 
commented that such sales had continued to display surprising vigor in 
some parts of the country during the early %reeks of 1993. Apart from 
the improvement in consumer sentiment, other favorable factors cited 
with regard to thk Outlook' for consumer spending included lover debt- 
service burdens and the capital gains or enhanced cash flows now being 
realized as sales of homes picked up and mortgage refinancings again 
strengthened. Some members nonetheless expressed a degree of concern 
about the sustainability of the gains in consumer spending unless 
there were faster growth in employment and income to support such 
spending. Announcements by prominent firms of cutbacks in their 
workforces had continued into the new year, and while job gains at 
other firms, especially smaller ones, were contributing to modest net 
gro%rth in overall employment, the publicity surrounding the persisting 
job cutbacks and a tendency for many new jobs to be lower -paying, added 
an element of caution to the outlook for consumer expenditures. On 
balance, with the measured saving rate already at a low level, though 
an argument could be made that the actual rate was somewhat higher 
than indicated by the currently published data, consumer spending 
seemed likely to expand about in line with the growth in consumer 
incomes over the coming year. 

The growth in consumer incomes in turn was likely to depend 
importantly on the expansion in business investment spending, and 
memb ers cited a number of factors that were expected to provide a 
favorable setting for sustained momentum in such spending over the 
year ahead. These included the strengthening of final demands, the 
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reccnt declines in intermediate- and long-term interest rates, the 
greater leeway for financial intermediaries to increase their lending 
to businesses, and a continuing desire by business firms to improve 
their operating efficiencies. Commercial construction activity, 
however, was likely to "remain quite sluggish. There were indications 
that comnercial real estate values had stabilized in a number of 
areas, but at low levels, and given the persistence of marked 
imbalances in niimerous real estate markets that were the result of 
several years of overbuilding, a significant rebound in commercial 
building activity for the nation as a whole might well be several 
years away. The outlook for housing construction was much more 
promising. Against the background of a general upswing in consiimer 
confidence and the improved balance sheets of many households, the 
declines that had occurred in mortgage interest rates had fostered a 
marked strengthening in the demand for single -family housing as 
evidenced by reports from many parts of the country as well as the 
overall statistics on housing. On the basis of these developments, 
the members anticipated a continuing impetus to the economic expansion 
from housing construction and from related industries over the year 
ahead. In addition, the current indications of generally lean 
business inventories, associated in part with strong final demands 
over the past several months, suggested that the prospects for further 
gains in overall spending were likely to stimulate efforts by business 
firms to build up inventories over the quarters ahead. 

The increasing signs of slow gro%#th or recession in a number 
of foreign nations represented a greater downside risk to the demand 
for U.S. exports than had been apparent earlier. It was noted, for 
example, that firms engaged in business activities abroad were 
reporting substantial deterioration in markets for U.S. goods in many 
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for«lgn countries. Growth in U.S. tttports aigbt r«»ain positive ever 
zhm year ahead, but against th« background of a relatively ex^ansiv^ 
U.S. econoay and the dollar's recent appreciation, the value cf 
exports Bight well fall increasingly short of that of imports %7it>. 
adverse effects on the growth of U.S. economic activity. 

Turning to the outlook for fiscal policy, meabers wtre 
encouraged by the prospect that the President %fould soon propcse a 
prograa that would produce substantial reductions in the federal 
deficit over the years ahead. Such a deficit -reduction prcgrai;, if 
deemed credible, could result in lower intermediate- and Icn^tent 
interest rates than would otherwise prevail -- even before the program 
was enacted- -with very positive implications for interest ^sensitive 
expenditures. For the nearer term, the President was expected to 
announce some modest fiscal stimulus relative to what was currently in 
train. However, the specifics of the President's proposals were not 
yet known and there was little current basis on which to judge 
prospective public and Congressional reactions. Members emphasited 
the critical need for long-term deficit reduction, and some expressed 
concern about the adverse effects on financial markets if fiscal 
stimulus measures were to be enacted for the short run without the 
assurance of further legislation to cut federal deficits o\*er time. 

With regard to the outlook for inflation, most of the members 
anticipated that the trend toward lower price and wage inflation would 
be sustained over the year ahead, and one m e mb er observed that the 
disinflationary momentiun in the economy might well be undereatimated. 
Favorable developments relating to the outlook for inflation included 
evidence of slowing increases in labor costs and continued aggressive 
efforts by many business firms to improve productivity and reduce 
costs in the face of intense competition from domestic and foreign 
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producers. Indeed, anecdotal reports from around the country 
continued to suggest little or no upward pressure on prices in many 
regions. In addition, the behavior of interest rates in longer-term 
debt markets was consistent with spreading expectations of gradually 
diminishing inflation. Some members believed, however, that little or 
no further progress in reducing inflation was a more likely outcome in 
the year ahead, though none anticipated higher inflation. Some 
commodity price indexes had edged higher recently, apparently in 
response to growing demands related to strengthening activity in 
several sectors of the economy. Liimber prices in particular had risen 
considerably in conjunction with the uptrend in single- family housing 
construction and various constraints on lumber supplies. Some 
business contacts reported for the first time in a long while that 
they were experiencing or anticipated some upward pressure on their 
raw materials prices. Further, while most business contacts saw or 
anticipated little or no upward pressure on prices in their own 
industries, many continued to expect rising inflation more generally. 
The still relatively steep slope of the yield curve and its 
implications with regard to expectations of future increases ±n 
interest rates also suggested that investors remained concerned about 
the possibility of higher inflation over the longer run, even though 
such concerns might have abated somewhat recently and did not appear 
to extend to the next year or two. In general, however, the members 
viewed the inflation outlook with considerable optimism on the 
presiimption of favorable fiscal and monetary policy developments. 

In keeping %rith the requirements of the Full Employment and 
Balanced Growth Act of 1978 (the Humphrey -Hawkins Act), the Committee 
at this meeting reviewed the ranges for gro%rth of the monetary and 
debt aggregates in 1993 that it had established on a tentative basis 
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at its ■••ting on Junt 30- July 1. 1992. The tentative ranges included 
expansion of 2-1/2 to 6-1/2 percent for M2 and 1 to 5 percent for M3. 
measured froa the fourth quarter of 1992 to the fourth quarter of 
1993. The monitoring range for grovth of total domestic nonfinancial 
debt had been set provisionally at 4-1/2 to 8-1/2 percent for 1993. 
All of these ranges were unchanged from those that the Committee had 
set for 1992 at its meeting in February of last year and had reaf- 
firmed at mid-year. When the provisional ranges for money grovth were 
established, the Committee had noted that they were especially 
tentative and subject to revision in the latter part of 1992 or early 
1993 owing to the considerable uncertainty about the evolving 
relationship of money to income. 

In the event, the velocities of M2 and M3 had increased 
appreciably in the second half of 1992 and analysis of the factors 
behind this development suggested further increases in the year ahead. 
Consequently, in the Committee's discussion, which tended to focus on 
M2. all the members indicated that they could support a proposal to 
lower the tentative ranges for grovth of the broad monetary aggregates 
by one-half percentage point for 1993. At the same time, a nximber of 
members indicated that they preferred somewhat different ranges 
including the retention of the tentative ranges, lovering the ranges 
by more than the proposal, and videning or narroving them. All the 
members were iri firm agreement that the purpose of the proposed 
reductions was not to signal or implement any change in monetary 
policy or to convey any Intention to move away from the Committee's 
commitment to maximum sustainable economic expansion. Rather, the 
reductions were motivated by the persistence of marked shortfalls in 
the gro*rth of M2 and M3 from their historical relationships with 
various measures of aggregate economic performance: those shortfalls 
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appeared to be the technical result of forces that are altering the 
relationship between money and income. Members of the Committee urged 
that the Board's report to Congress and the Chairman's accompanying 
testimony make clear the reasons for the unusual behavior of money and 
its consequences for the Committee's choice of ranges. 

The deviations in monetary growth from historical norms 
reflected a niimber of developments whose relative importance and 
intensity had shifted to some extent over the course of recent years. 
but in general they had served to rechannel funds avay from depository 
institutions, and the associated weakness in deposit growth had raised 
velocity- -the ratio of nominal GDP to money. The result was the need 
for lower money growth than in the past to support a given rate of 
income growth. Among the developments that had tended to retard the 
relative growth of M2 and H3 was the unprecedented steepness of the 
yield curve that had prompted large shifts o^f funds by savers from M2 
accounts to higher-yielding intermediate- and long-term assets. At 
the same time, credit growth at bank and thrift depository 
institutions had been weak, partly as a result of efforts by these 
institutions to improve capital and liquidity positions, and partly 
owing to weak demand. As a consequence, they also had maintained 
relatively Ic ^ offering rates on deposits that had provided consumers 
with an incentive to reduce or hold down their deposit holdings in 
order to pay down relatively high cost mortgages and other debts. In 
1992. sluggish growth of M2 and M3 had been associated with a 
considerable acceleration in nominal spending. Indeed, despite growth 
of both M2 and H3 at rates below the Committee's ranges, the expansion 
of the economy had exceeded most forecasts. 

The members generally anticipated that the intensity of these 
forces might diminish in 1993 as borrowers and lending institutions 
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achieved more comfortable balance sheet positions. Nonetheless, the 
relative weakness in money gro%^h was seen as likely to persist to a 
marked extent. The yield curve, while it had flattened a bit 
recently, was still expected to provide a considerable incentive for 
many savers to shift funds out of M2 assets, especially as relatively 
high -yielding time deposits continued to mature. In addition, banks 
were likely to remain generally unaggressive in bidding for deposits, 
in part because their substantial earlier acquisitions of securities 
would permit them to accommodate some of the anticipated growth in 
loan demand by selling securities or limiting purchases. In these 
circumstances, restrained money growth seemed likely to remain 
consistent with relative strength in the economic expansion. 

The members recognized that the strength of the factors that 
were expected to continue to depress broad money gro%^h in relation to 
income in 1993 was still subject to considerable uncertainty, and this 
implied the need for flexibility in assessing the Implications of 
money grovrth relative to the Committee's ranges. Should the factors 
influencing the behavior of the broad aggregates persist in holding 
down money growth to the extent seen in 1992. expansion of N2 and M3 
in the lower portion of their reduced ranges would be consistent with 
considerable further grovrth in nominal spending. Indeed, a shortfall 
from the reduced ranges could not be ruled out. and one member felt 
that the potential for such a development warranted consideration of a 
somewhat larger reduction in the N2 range: such a reduction also would 
signal more clearly the Committee's commitment to price stability. On 
the other hand, the upper portions of the reduced ranges would still 
accommodate an ample provision of liquidity to support further 
economic expansion even if the growth of money and of income were to 
move toward an historically more normal alignment and velocity were to 
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slow from its high rate of increase. In one view, widening the 

ft 

tentative M2 range b]r reducing its lower limit while retaining its 
upper limit would help the Committee to convey its views regarding the 
potential for a continuing but acceptable sluggishness in M2 growth 
while leaving room for the possibility of faster M2 expansion should 
changing circumstances foster diminishing strength in velocity. 
Another member expressed a preference for narrowing the tentative 
range by lowering only its upper limit as a means of signaling the 
Committee's intent to resist both inflationary and recessionary 
developments. In light of the uncertainties that were involved, the 
informational content of the aggregates probably had diminished and in 
any event the Coinmittee would need to continue to evaluate monetary 
growth developments in the context of a careful assessment of a wide 
variety of other financial, economic, and price d«vfllDpaents. In this 
connection, one member observed that the uncertainties were of such a 
magnitude that, while plausible arguments could be made for a number 
of different ranges, retention of the tentative ranges would be 
appropriate in light of the Committee's willingness to review the 
ranges in the event that unanticipated developments were to unfold. 

All of the members agreed that it would be desirable to 
retain the moni- oring range of 4-1/2 to 8-1/2 percent that the 
Committee had established on a provisional basis for the gro%#th of 
total domestic nonfinancial debt in 1993. The expansion in such debt 
had not been damped by special forces to the same extent as the broad 
monetary aggregates in 1992. Over the year ahead, growth in the 
federal debt was likely to remain substantial, and the expansion of 
debt in the nonfederal sectors was projected to accelerate somewhat 
given the continued improvement in borrower balance sheets and an 
anticipated increase in the willingness of financial institutions to 
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l..>ni as the econoniy continued to expand. Nonetheless, in the context 
of still cautious attitudes on the part of both borrowers and lenders, 
the growth of nonfederal debt probably would reaain below that of 
nominal GDP in the year ahead. 

At the conclusion ot the Conmittee's discussion, all of the 
members indicated that they favored or could accept a technical 
downward adjustment of one -half percentage point in the tentative 
ranges for the broader monetary aggregates for 1993 to rates of 2 to 6 
percent for N2 and 1/2 to 4-1/2 percent for M3. It was agreed that 
there should be no change from the tentative range for total domestic 
nonfinancial debt. In keeping %rith the Committee's usual procedures 
under the Humphrey -Hawkins Act. the ranges would be reviewed at 
midyear, or sooner if deemed necessary, in light of the growth and 
velocity behavior of the aggregates and ongoing economic and financial 
developments. Accordingly, by unanimous vote, the follo%d.ng longer- 
run policy for 1993 was approved by the Committee for inclusion in the 
domestic policy directive: 

The Federal Open Market Committee seeks monetary 
and financial c and li Ions that will foster price sta- 
bility and promote sustainable gro%^h in output. In 
furtherance of these objectives the Comntittee at this 
meeting established ranges for growth of M2 and M3 of 
2 to 6 percent and 1/2 to 4-1^2 percent respectively, 
measured from the fourth quarter of 1992 to the fourth 
quarter of 1993. The Cotnmittee expects that develop- 
ments contributing to unusual velocity Increases are 
likely to persist during the year. The monitoring 
range for growth of total domestic nonfinancial debt 
was Bet at 4 / to B - / Z percent for the year The 
behavior of the morietary aggregates will continue to be 
evaluated in the Light of progress toward price level 
stability movements In their velocities and 
developments in the economy and financial markets. 

Turning to policy for the intermeeting period ahead, all of the 

members endorsed a proposal to maintain unchanged conditions in 

reserve markets, and all indicated that they could accept a directive 
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that did not incorporate any presumption with regard to the likely 
direction of possible intermeeting adjustments to policy. While there 
was concern about the weakness in the monetary aggregates, the members 
generally agreed that recent economic developments tended to reinforce 
the view that monetary policy was on an appropriate course. The 
economy seemed to be on a stronger grovrth track than earlier in the 
expansion, and inflation remained quite subdued^ -only a bit above some 
estimates of price stability- -and likely to moderate further in coming 
quarters in the view of most members. Some commented that a further 
easing move at this juncture might well have adverse effects on 
inflation sentiment and on interest rates in intermediate- and long- 
term debt markets. A few referred to the recent firming in some 
commodity prices and the consensus among private forecasters that 
inflation could drift higher over the next few years. In the view of 
one member, these developments might argue for a tilt in the directive 
toward possible restraint, but they did not call for an immediate 
tightening in reserve conditions. 

A staff analysis prepared for this meeting suggested a resumption 
of some grovrth in the broad measures of money later in the first 
quarter but a decline in both M2 and M3 for the quarter as a whole. 
While part of the declines appeared to reflect reflect difficulties 
with seasonal adjustments and the ebbing of special factors that 
previously had boosted growth, the uncertainties surrounding the 
behavior of these aggregates tended to reduce their role in current 
monetary policy. Neverthe-less. there was concern about the 
persisting weakness in the broad aggregates, including the likelihood 
that they would fall well short of the Committee's new ranges over the 
first part of the year. Some members also noted that the growth of 
Ml. while still fairly robust in December and January, was markedly 
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belov its pace over most of 1992. On the other hand, bank loans had 
Increased in recent months, and the weakness in the monetary 
aggregates did not appear to reflect underlying softness in the 
economy. In these circumstances, a number of members believed that 
any effort to stimulate monetary growth under immediately prevailing 
economic conditions and market expectations might well prove to be 
counterproductive. An easing at this time could accelerate outflows 
from interest -sensitive M2 assets if the easing were seen as signaling 
a weakening of the System's anti- inflationary resolve and were to 
result in higher rates on intermediate- and long-term debt securities. 

At the conclusion of the Committee's discussion, all of the 
members indicated that they favored a directive that called for 
maintaining the existing degree of pressure on reserve positions. 
They also noted their preference for. or acceptance of. a directive 
that did not include a presumption about the likely direction of any 
adjustment to policy over the intermeeting period. Accordingly, in 
the context of the Committee's long-run objectives for price stability 
and sustainable economic growth, and giving careful consideration to 
economic, financial, and monetary developments, the Committee decided 
that slightly greater or slightly lesser reserve restraint would be 
acceptable during the intermeeting period. The reserve conditions 
contemplated at this meeting were expected to be consistent with 
little change in the levels of M2 and M3 over the two -month period 
from January through March. 

By unanimous vote, the Federal Reserve Bank of New York was 

authorized and directed, until otherwise directed by the Committee, to 

execute transactions in the System Account in accordance %#ith the 

follo%ring domestic policy directive: 

The information reviewed at this meeting indicates 
that economic activity rose appreciably further in the 
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fourth quarter. Total nonfarm payroll employment 
registered another ^mall Increase in December, and the 
civilian unemployment rate remained ax 7.3 percent. 
Industrial production ported folid gains over the 
closing months of the year. FLetall sales were up 
substantially in the fourth quarterr and residential 
construction activity increased sharply. Indicators of 
business fixed investment suggest a notable gain in 
recent months. partiE:uiarly for producers' durable 
equipment. The nominal U.S. merchandise trade deficit 
narrowed slightly in October -November from its average 
rate in the third quarter. Recent data on wages and 
prices have been mixed but they continue to suggest on 
balance a trend toward lower inflation. 

Interest rates have declined somewhat since the 
Committee meeting on December 22. In foreign exchange 
markets, the trade-weighted value of the dollar in 
terms of the other G-10 currencies rose on balance over 
the intermeeting period. 

M2 appears to have contracted in December and 
January after expanding at a moderate pace over the 
course of previous months M3 is estimated to have 
declined appreciably in both months. From the fourth 
quarter of 1991 to the fourth quarter of 1992. both M2 
and H3 grew at rates somewhat below the lower ends of 
the Committee s annual ranges for 1992. Total domestic 
nonfinancial debt appears to have expanded at the lower 
end of the Committee's monitoring range for the year. 

The Federal Open Market Committee seeks monetary 
and financial conditions that will foster price sta- 
bility and promote sustainable growth in output n 
furtherance of these objectives the Committee at this 
meeting established ranges for growth of H2 and K3 of 
2 to 6 percent and 1/2 to 4-1/2 percent respectively, 
measured from the fourth quarter of 1992 to the fourth 
quarter of 1993. The Committee expects that develop- 
ments contributing to unusual velocity ncreases arc 
likely to persist during the year. The monitoring 
range for grovrth of total domestic nonfinancial debt 
was set at 4-1/2 to 8-1/2 percent for the year. The 
behavior of the monetarv aggregates will continue to be 
evaluated in the light of progress toward price level 
stability, movements in their velocities, and 
developments in the economy and financial markets. 

In the implementation of policy for the immediate 
future, the Committee seeks to maintain the existing 
degree of pressure on reserve positions. In the 
context of the Committee's long-run objectives for 
price stability and sustainable economic growth, and 
giving careful consideration to economic, financial, 
and fr^i^^r^'-y developments, slightly greater reserve 
restraint or slightly lesser reserve restraint would be 
acceptable in the intermeeting period. The contem- 
plated reserve conditions are expected to be consistent 
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with little change in M2 and M3 over the period from 
January to March. 

At this neeting the Committee discussed a preliminary report of a 

subcommittee that had been established to examine various issues 

relating to the release of information about Committee meetings and 

decisions. All of the members agreed that the Committee should keep 

the public as fully informed as possible about its monetary policy 

decisions and their rationale. Such information could reduce 

tincertainty about the stance of policy and about the factors the 

Committee takes into account in reaching its decisions. However. 

release of information should not be allowed to compromise the 

overriding objective of making and implementing the best possible 

decisions. In that regard, the Committee noted that its deliberative 

process requires a free flow of ideas, including the ability to 

advance or question hypotheses, to speculate on alternative outcomes. 

and to change opinions in response to the views expressed by other 

members. The members also needed to feel at liberty during meetings 

to use a %#ide array of information that is obtained on a confidential 

basis: at least some of that information would no longer be provided 

to the Committee if there were a risk of public disclosure. Moreover. 

the Committee wanted to give further consideration to the risk that 

the adoption of a different schedule for releasing information about 

policy decisions might have the effect, in difficult circumstances, of 

reducing its %rillingness to make needed policy adjustments promptly. 

No decisions were made at this meeting concerning various options for 

apprising the public more fully or promptly of the Committee's 

actions, and it was understood that the subcommittee would continue to 

study the matter. 
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It was agreed that the next meeting of the Committee would be 
held on Tuesday. March 23. 1993. 
The meeting adjourned. 



Secretary 
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Chairaan Gonzalez, Congrasasan Laach, and m&albmrm of tha 
Connittee. I appraciata your invitation to raport ay viavs on 
that portion of H.R. 28, "Tha Fadaral Rasarva Syataa 
Accountability Act," daaling with diacloaura. I would lika to 
offer thia Comittae a perapactiva that vaa gained froa ay career 
both inaide and outaide the Beltway. 

Before I arrived in llaahington, I taught and conducted 
reaearch in financial econoaica for over a decade. Many of ay 
prof«9»ion&l writinga explored the eatiaable ability of financial 
aarket participanta to abaorb and interpret information and then 
reflect that knowledge in aarket pricea. As a policymaker in 
llaahington, aerving in a variety of joba at the Treaaury and the 
Federal Reaerve, I have been expoaed to the flow of confidential 
intelligence on the condition of financial inatitutiona, the 
aettinga of policy inatruaenta, contingency plana for a wide 
array of conceivable eaergenciea, the viewa of other agencies, 
and the operationa of foreign official inatitutiona . I have 
routinely participated in aeetinga with other officiala and ataff 
of the Federal Reaerve, the Congreaa, the Treaaury, and banking 
and aecuritiea regulatora, aa well aa repreaentativea of foreign 
govemaents and international inatitutiona. Froa thia experience 
I would reapectfully offer three pointa. 

Firat, i^at often aakea newa ia not alwaya inforaative. As 
the aeabers of this panel are well aware, part of the 
deliberative proceaa ia actually thinking out loud. In ay 
current role, whether in aeetinga of the Board or the FONC or in 
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2 
!••• tormml settings, I routinely •ngag* in dialogues with othars 
vho ara ooneamad about tha nation's intarast, ax^ianging viavs 
on poasibla policy options, planning for oontingancias that nona 
of us hops will happan but that sust not catch us unpraparad, and 
conta^plating tha sarkat's raaction'to vhat va sight do. Much of 
tha job of a cantral bankar involvas worrying about avants that 
hava a saall probability of occurranca, but would iaposa larga 
costs on tha financial systas and tha aconoay wara thay to occur, 
unfortunately, tha public ralaasa of such discussions would only 
serve to focus attention on the sensational — the differences in 
opinion, the fears about individual institutions, and the 
concerns about worst-case scenarioB — that normally have little 
consequence on net to the setting of policy and that would 
distract people from more fundamental issues, almost certainly 
heightening market volatility. 

Secondly, and this is generalizing from a frustration that 1 
likely share with anyone who has sat in many public meetings, the 
prospect of detailed and complete exposure tends to cast a chill 
on some proc««dlng«. A speaker has to weigh the effects of every 
word, guarding against the possibility that subtle distinctions 
in opinion or conditional speculations will be splashed about the 
newspapers. One possible outcome of this fear of unfortunate 
headlines is that the critical conduct of policy gets pushed onto 
the sidelines, where fewer people can participate. The result 
could be less public disclosure of the policy process. My chief 
concern is that the quality of policymaking would suffer, with 
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3 
adverse consequences for the nation. If too aany participants in 
a deliberative group speak to the record rather than to each 
other, innovative ideas do not get their due and the search for a 
consensus settles too quickly on the status quo or the easiest, 
though not the best, solutions ^ 

Third, from my experience, the monetary policy process is 
open where it counts. Our actions matter, not our deliberations. 
It is our actions that affect interest rates and the economy, and 
those actions are made public immediately. Changes in reserve 
conditions are transparent to the market by 11:30 am on the day 
of the change in the open forum of the financial market. The 
reasons for the action are laid out in the minutes of the meeting 
that are released just six weeks later, and all votes are tallied 
and dissents explained. Discount rate changes are also publicly 
announced. To provide a broader overview to Congress, the 
Chairman of the Federal Reserve offers a semiannual review to 
members of the Banking Committee and their counterparts in the 
Senate encompassing recent policy decisions, a summary of the 
economic forecasts of members of the Board and Reserve Bank 
presidents, and plans for policy for the coming year. On a more 
irregular schedule, members of the Board, Reserve Bank 
presidents, and officials of the Federal Reserve System often sit 
before committees of Congress to discuss aspects of monetary 
policy. Meanwhile, System staff produce a steady stream of 
analyses of the economy and critiques of policy that are 
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published in th« F^daral Rttsarv* Bull tin . Mmmmrv Bank Baxinci, 
and tha aeadaaic prass. 

To SUB vsp By viava on tha iaaua of diaclosura, tha cantral 
conoam ia tha quality of Bonatary policy daciaicn-aaking, vhich 
dapanda upon tha affactivanaaa of tha FONC daiibarativa procaaa. 
I baliava a aubatantlal dagraa of confidantiality ia nacaaaary to 
anaura tha affactivanaaa of thia dalibarativa procaaa. It ia By 
viav that, on tha vhola, tha currant procaaa vorka wall and 
propoaad aubatantial changaa in diacloaura of FONC dalibarationa 
would threatan the quality of monetary policy deciaiona, and 
therefore auch propoaad changaa would not, in my viav, aerve the 
public inter eat. 

With reapact to the other inforaation raqueatad in yoiir 
letter of invitation, during FONC Beetinga I do occaaionally note 
very rough aunmary obaervationa vhich are aubsequently kept in ay 
locked confidential f ilea and are daatroyad after approxiaataly 
one year 'a tiae. I alao keep edited notea of aoaa of By paraonal 
oral interventiona in the F(MC Beetinga in ay locked filea. I 
have obaervad othara preaent at FONC Beetinga occaaionally 
engaged in note-taking aa veil. Aa I believe Chaiman Greenapan 
plana to diacuaa, I am avare that FONC ataff do retain aoaa 
detailed, though edited, notea and rough tranacripta for uaa in 
preparation of FONC ainutaa. 

Aa for yoiir third quaation, I do not know of any caae of 
villful or intentional leaking of confidential FONC inforaation 
to the preaa or the public, although I an avare that there haa 
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bean confidential conninication with appropriate aenior 
adainiatration officiala. While all involved ar* very CMureful to 
avoid releaae of confidential inforaation, it is poeeitole that 
leaked atoriea aay have resulted fros inadvertence or skillful 
inferences. In sy view, it is isperative that we ensure ths 
confidentiality of FONC inforsation, and I can assure the 
Connittee that ve are saking every effort to do so. 
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Nfr. Chairman, you invited me to appear before the Committee to 
present my independent views regarding the accounting of FOMC meetings. 
As you know, it is not possible for me to appear at the hearings, but I 
submit herewith my views, as well as the answers to three questions to me in 
your letter of September 20. 

I believe that the primary responsibility of the. Federal Open Maiicet 
Committee is to develop and carry out a monetaiy policy which contributes 
to sustained economic growth with price stability. Therefore, I address 
myself to the question before us guided essentially by whether the present 
accounting of the FOMC meetings is more or less supportive of that 
responsibility than would be the case under the provisions proposed in the 
legislation being considered, H.R. 28. 

In addition to serving as President of the Federal Reserve Bank of 
New York and Vice Chairman of the FOMC, I also bring to this 
consideration a period as Manager of the Federal Reserve System Open 
Market Account with responsibility for the day-to-day execution of FOMC 
decisions. In the hope of adding some specialized value to the Conmiittee's 
consideration, I will direct my consideration to the market effect of one 
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aspect of ILR. 28, release of the policy decision of the FOMC within seven 

days as compared with the release of the directive the Fridi^ after the 

subsequent meeting, i.e., with a delay of about seven weeks. 

We all may have differing views either in general or from time to time 
regarding the right direction of monetary policy. But whatever these views, 
the actual carrying out of monetary policy in the best interest of the 
American people must invoke flexibility. Why? 

It is frequently the case that the right monetary policy conclusion is 
not an immediate change in policy. On occasion, the FOMC decides that 
there should be a "tilt" between meetings towards a shift in monetary policy; 
that "tilt" may or may not result in an actual policy change, depending on 
how circumstances in the economy and in financial markets play out The 
present policy of releasing the minutes and the directive after the following 
meeting permits this flexibility, since by the time of release under the 
present policy it is a clear fact whether policy has been changed or not 

A person who has not spent much of his or her life in these markets 
may say that nothing would be lost by immediate disclosure. That is simply 
not so. I can assure the Committee, based on over two decades of private 
sector ^[perienoe in financial markets, that the disclosure of an FOMC 
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policy tilt would be translated by the financial markets in moments after the 

release to an execution of the policy shift A policy change ^MA the 

FOMC thought might make sense only if certain economic dicumstanoes 

evolve would become an executed policy as market participants acted 

instantly to either profit or avoid loss. In other words, market participants 

would immediately assume that the policy tilt would become reality and 

protect themselves by immediately moving market rates accordingly. With 

that being the case, the FOMC would be deprived of the inter-meeting 

fiexibility which I believe is essential for carrying out the optimum monetary 

policy. The Committee would be convinced that it could not choose a tilt, 

even if it thought a tilt was the right decision. The FOMC would be left 

with only the binary choice of maintaining present policy or dianging it 

immediately. Monetaiy policy is simply too important to the good of the 

American people to force it into that kind of arbitrary and inappropriate 

straightjacket The greater good of the best monetaiy policy whidi the 

FOMC can devise and cany out must be given priority over a great, but 

lesser, good of immediately informing the public 

Mr. Chairman, you asked that I also respond to three specific 

questions included in your letter to me of Sq)tember 20. I provide these 
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answers as follows: 

First, I have made no notes or records of the FOMC meetings I have 
attended. 

Second, an officer of the Open Market Function at the New Yoiic Fed 
attends the FOMC meetings to provide backup for the Manager for 
Domestic Operations. That officer prepares informal written notes during 
the meeting which are not intended to be a record of events, but rather a 
guide to the Open Market officers in the day-to-day management of the 
account between meetings. These notes are given very limited distribution 
within the New York Fed: to the President, the First Vice President, the 
General Counsel and the other system account officers, a total of about 
seven people. Recipients return the notes to the officer who has prepared 
them and they are immediately destroyed. No file is maintained. 

The Research Director of the New York Fed is my principal advisor 
on monetary policy matters. He attends the FOMC meetings and keeps 
handwritten notes; these notes are not transcribed and are kept in the 
Research Director's own files, not those of the Research Group. 

I have no personal knowledge of any other notes or records that 
others may have made at FOMC meetings or the release of FOMC meeting 



Digitized by 



Google 



182 



5 
information prior to the official release of that information. 

As President of the Federal Reserve Bank of New York, I appreciate 

this opportunity to address myself to the Committee. The Federal Reserve 

was created by the Congress and we are accountable to the American 

people through the Congress as the people's elected representatives. I hope 

that these comments are helpful to you in your deliberations. 

###### 
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As President of the Federal Reserve Bank of San Francisco, 
one of ny jobs is to contribute to Federal Reserve policy 
deliberations with information and ideas from ny District. The 
Twelfth Federal Reserve District is highly diverse: it is made 
up of the nine western states, which at present include three of 
the nore robust state economies in the country (Utah, Idaho and 
Nevada), and one of the weakest — California. In fact, California 
has seen employment fall by 592 thousand jobs (4.7 percent) since 
mid-1990. 

With that introduction, I would like to express my 
appreciation for this opportunity to discuss my views on the 
disclosure of information about Federal Open Market Committee 
(FOMC) meetings. I believe that there should be a presumption 
that Federal Reserve deliberations should be fully disclosed, 
unless there is a compelling reason not to do so. (I expressed 
this view in my letter to you dated January 13, 1993.) However, 
in the case of FOMC deliberations, such a compelling reason 
exists. Given the importance of the decisions being made, it is 
essential to ensure the effectiveness of the decision-making 
process. In order to reach the best possible policy decisions, 
it is important that there be a free flow of information and 
ideas at each meeting. 

Some of the information discussed at FOMC meetings is 
inherently confidential — for example, because it pertains to 
individual firms and was obtained under a promise of 
confidentiality, or in some instances, because it pertains to 
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confidMitlal Mitt«rs in oth«r countriss. Video tapes or verbatia 
records of our seetlngs would severely Halt the information that 
would be brought into the decision -making process. 

It also is important that seebers of the FOMC feel free to 
advance their ideas in the context of a freely flowing 
discussion. By the very nature of any productive discussion, 
some ideas are discarded or modified in the process of reaching a 
consensus. Yet such comments could be seriously misinterpreted 
if taken out of the full context, which may include diG<^us£iona 
at previous meetings or collective institutional memories. I am 
concerned that verbatim records or video tapes would inhibit the 
free flow of comments at our meetings, and in the process, limit 
the effectiveness of our policy discussions. 

I have considered the merits of returning to detailed non- 
verbatim minutes with attribution revealed after a long delay, as 
was done until the mid-19708. If it were possible to ensure that 
such minutes would not be made public for an extended period of 
time — say, five years — after a meeting were held, many of my 
objections would be assuaged. Such records might have value to 
researchers studying U.S. monetary policy. However, I am 
skeptical that such a delay in the release of information could 
be guaranteed. Even the possibility of an early release of a 
transcript could hamper the deliberative process at FOMC 
meetings. I might also add that the preparation of such detailed 
minutes would be very burdensome, and I am not convinced that the 
social benefits would justify the costs. 
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Also, I believe that the Minutes of FOMC meetings that 
currently are nade available provide an accurate and thorough 
distillation of all the comments made by me and my PONC 
colleagues, while avoiding the problems associated with direct 
attribution or a verbatim record. The current document 
accurately reflects the issues and discussions leading to policy 
decisions by clearly describing the views of the majority, as 
well as contrary points raised in the discussion. Moreover, 
members who dissent from the final decision of the Committee 
explain their reasoning, and are identified by name in the 
Minutes. The document covers expectations of policy over the 
period until the subsequent meeting, and normally is released a 
few days after that subsequent meeting. 

In your letter requesting me to attend this session, you 
asked for information concerning notes or records that I have 
made in connection with FOMC meetings I have attended, and any 
knowledge I have of notes that others have made. 

I do not take notes of what is said at FOMC meetings. 
However, I do take into the meetings notes concerning the 
comments I plan to make about the national and Twelfth Federal 
Reserve District economies, about monetary policy, and 
oocasioiially about special topics that are on the agenda for a 
particular meeting. These "talking points'* are stored in locked 
files at the Federal Reserve Bank of San Francisco in accordance 
with FOMC security procedures. My actual statements often 
diverge somewhat from my notes, and I also make impromptu 
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«^ each mmmtinq, far irikich I hs^im bo notss. I also tftks 
into FQHC mtmt\ wja « briftf lug book prmp^rmd by tli« Rs s s arcfa 
Dinini fMiit 9it thm Bmk. This book contains analysis and 
forecasts of dsfvmlopsiinfs in ths U.S. aconoay, analysis of 
devslopsHots in tha Tualfth Fadaral Rasarva District, 
oocasionally discussions of spacial topics ralatad to FOMC 
I, azid analysis of aonatary policy issuas and 

ations by ay staff. 
Thm Diractor of Basaarch at tba San Francisco Rasar^ra Bank, 
oocasiooally his altamata, taka hand^-vrittan notas of 

to at FGHC a aat inqs vban thay attand as ay advisor, 
notas ara for thair own osa in diracting FOMC policy 
analysis within tha Rasaarc^ Dapartaant. Thay ara storad in 
thair locdcad f ilas at tha Fadaral Rasarva Bank of San Francisco 
in accordanca with FQHC sacurity procaduras. 

Finally, with raspact to your quastion about ■*laaks'* of 
confidantial FQHC information, I hava navar divulgad any FOMC 
inforaaticm to unauthoriiad parsons prior to tha official ralaasa 
data, and I hava no information concarning anyona alsa doing so« 
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Mr. Chairman and members of the Committee. I appreciate this 
opportunity to give you my views on the accountability of monetary 
policy. As I have indicated previously in correspondence with you. my 
perspective is of one who throughout his career as an elected and 
appointed official has been in favor of opening government proceedings 
to the public and the press. Our democracy demands that the actions 
of its government be conducted "in the sunshine" to the greatest 
extent possible to ensure that the process of public policy 
formulation is appropriate and equitable: it also demands that 
government agencies adopt the very best policies. In some cases, 
there is a trade-off between these two objectives. As my statement 
%d.ll explain. I believe the current legislative requirements for 
monetary policy accountability and the Federal Reserve's current 
policies regarding the provision of monetary policy information strike 
a reasonable balance between these objectives. 

Monetary policy is best formulated %d.thin a framework that 
provides an appropriate degree of insulation from day-to-day political 
pressures while requiring full accountability. The Congress gave the 
Federal Reserve some insulation, for example, by establishing long 
terms for members of the Board of Governors and by exempting the 
budget of the Federal Reserve System from Congressional appropriations 
of funds. 

But at the same time, the Congress has provided for full 
accountability of monetary policy. As you know, the Board of 
Governors is required to report to the Congress on its monetary policy 
plans and objectives twice each year. In hearings before this 
Committee and the corresponding body in the Senate, the Chairman of 
the Board presents testimony on the monetary policy report and 
responds fully to your questions on monetary policy. Federal Reserve 
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policymakers also testify as requested before this and other 
Congressional Committees about monetary policy and other matters of 
interest, including a detailed accounting of our expenditures. 

Beyond the statutory requirements, the Federal Reserve 
provides significant additional information to the public about the 
conduct of monetary policy. In particular, the Federal Open Market 
Committee publishes minutes of each of its meetings. These minutes 
summarize fully the discussion and indicate the attendance at the 
meetings. They show the results of all recorded votes, including 
statements that explain dissenting votes. Significant decisions taken 
by the FOMC should always be made on the basis of recorded votes- -in 
accord with an important principle of accountability. Each member of 
the Committee is afforded an opportunity to participate in the 
preparation of the minutes so that no individual or shared views are 
omitted. In my view, the minutes present an accurate account of each 
FOMC meeting. 

With regard to the timeliness of the release of such minutes, 
as you know they are published shortly after the following Committee 
meeting. It seems to me that such a lag is appropriate. The 
immediate release of information on the Committee's plans for 
contingencies could increase market volatility, particularly in 
circumstances when the contingencies do not eventuate. Such 
volatility is unnecessary, and could be especially counterproductive 
if concerns about possible volatility deterred some members of the 
Federal Open Market Committee from discussing such contingencies or 
drove them to relying on implicit or behind-the-scenes understandings. 
On balance, the market and the public are better served by more detail 
and more openness with delayed publication as compared with the 
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reallstlc alternative of less specificity that would likely accompany 
earlier publication. 

Similarly. I believe that provisions in the Federal Reserve 
System Accountability Act (H.R. 28) that would require release of 
videotapes or transcripts of Committee meetings would have deleterious 
consequences. In any setting, the recognition that one's remarks will 
be reported verbatim will dampen participation of most members in the 
discussion. In the context of monetary policy, such provisions likely 
would cause many policymakers to be much less willing to conjecture 
about future economic and financial developments, to explore 
alternative policies, or to challenge ot)iers' views. Under those 
conditions, discussions during FOMC meetings are less likely to lead 
to appropriate policy decisions. The willingness of individual 
members to explore verbally what may seem to be low probability events 
may be the beginning of a new perspective that elicits more careful 
watching and continued debate. The process of developing a consensus 
view through an open contrarian forum is essential if monetary policy 
is to lead toward monetary stability. 

For these reasons. I believe that the relevant provisions of 
H.R. 28 would do little to make the monetary policy process more 
transparent and. unfortunately, would do much to make the conduct of 
monetary policy less effective. In my view, our current procedures 
regarding disclosure are on the right track: They permit a careful 
review of alternative policies while allowing the Congress and the 
public to analyze both the process by which our decisions are reached 
and their results. 

In addition to soliciting my comments on the accountability 
of monetary policy, you also asked about notes or records regarding 
FOMC meetings and about premature release of information pertaining to 
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the discussion at such meetings. It has been ny practice to take 
sketchy notes during the course of FOMC meetings: the notes are kept. 
solely for my own use. in a locked file cabinet in my office at the 
Federal Reserve. Others may also take notes, but I have no 
information regarding the location and disposition, and I assume the 
others will answer your question themselves. Some years ago I became 
aware of the existence of rough transcripts of the meetings when I %#as 
writing a dissenting statement. The secretary of the FOMC made 
available to me a transcript of my statements, and only my statements. 
from the previous meeting. With regard to premature disclosure of 
confidential FOMC information., over the years I have been troubled by 
the appearance in the press of information that serves to give 
credence to conjecture and thereby damages Federal Reserve 
credibility. I have no knowledge as to the source of such 
information. 

Thank you again for the opportunity to testify on this 
important subject. 
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Thank you for an opportunity to present my views on HR 28, 
the "Federal Reserve System Accountability Act of 1993" . Pursuant 
to the request in the Chairman's letter of invitation, I shall first 
answer, in order, the three specific questions posed therein and then 
offer my perspectives on the bill in the area of maintaining a record 
of the Federal Open Market Conunittee (FOMC) meetings. 

Question 1 : I have generated rough pencil notes of my own 
thoughts, and sununaries of the views of other members as I under- 
stood them, at most meetings. These notes reside in a locked file 
in my office. 

Question 2: I would assume that various persons present at 
the meetings prepare and keep notes and records of their own, 
including the FOMC secretariat, but I am unaware of specifically 
who does what in this regard. Doubtless others will report on their 
own activities. 

Question 3: I have no information whatsoever about 
unauthorized or premature release of FOMC information. 

Let me move on to comment on HR 28 which would require, 
among other things, complete release of FOMC meeting 
proceedings within sixty days. I must oppose this proposal. 
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It seems to me that the issue here is the reconciliation of two 
basic principles for conducting public business in a democracy. The 
first is the obvious requirement that public policy be generated to 
further the public interest in the soundest possible way. The second 
is that the public has the right to know what its leaders are doing in 
the conduct of its business, including how and why they are doing 
it. While these two principles can often be fully acconmiodated, 
there are clearly cases wherein the second, fully implemented, can 
potentially degrade the first. In such cases, the overriding 
requiren^nt is that public policy must be of the highest possible 
quality. 

The meetings of the FOMC are such a case. In these 
meetings twelve voting members augmented by the seven additional 
Reserve Bank Presidents debate and decide important public 
matters of monetary policy. To work well such an arrangement 
must proceed in private, where the participants may freely and 
easily exchange perspectives and confidentiid information, dispute, 
alter viewpoints, and work toward discovery of common ground. 
In this manner, responsible public policy is created. To expose this 
process to public scrutiny would, in my view, very clearly introduce 
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an atmosphere that would be detrimental to the final result. The 
quality of the final result, sound monetary policy to undeigird and 
support our economy, is the most important of the interests in 
question. I believe HR 28 would be counterproductive in this 
respect. 

The requirement remains that the public be as informed as 
possible in these matters and that those involved in the process be 
accountable. I believe that the existing procedures for release of 
FOMC decisions are responsive to the public's right to be informed. 
Concerning account£d>ility, FOMC decisions are the result of the 
votes of the participating members and each participant's vote is 
recorded and made public. Affirmative votes are explained in the 
minutes as released, and dissenting votes are acconq;>anied by 
individual explanations. Thus, there is complete accountability for 
results. 

In sunmiary, I feel that the public's interest in this matter is 
best served by maintaining a system wherein the process is 
confidential and the policy results are made public in appropriate 
ways, with personal and group account£d>ility for such results. 
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Mr. Ghairaan and Naabars of the Conittee •— 

I am hara with ny Fadaral Opan Narkat Comittaa oollaaguas 
to conaant on tha initiativas in H.R. 28 which ara purportadly 
dasignad to iaprova tha accoiintability of tha Opan Markat 
Comittaa for aonatary policy. Specifically, you hava askad for 
ccaoiant on tha proposed requiraaant for a full an^ tiaaly 
accounting of each FOMC naeting. 

I would strongly urge the Coanittee to continue, as in tha 
past, to concentrate its appropriate oversight efforts on tha 
substance of monetary policy rather than on the procedures by 
which it is determined. The mandated Humphrey -Ha wX ins testimony, 
presented twice a year and intensely acrutinited and analyzed by 
Congress and the media, provides a rather full description of 
policy moves, historic economic performance and future objectives 
for policy, expressed in terms prescribed by the statute. It is 
perhaps the fullest public accounting of monetary policy provided 
by any central bank in the world. 

I can honestly see no purpose to be gained by publication of 
a verbatim transcript of the Federal Open Market Committee's 
deliberations and even less purpose in a videotape record of tha 
proceedings, which might provide prime-time competition for 
Congrcsaional Committee hearings and speeches on the floor of the 
House, which I don't believe have particularly high ratings. 

A verbatim transcript or a videotape recording of the 
meetings of the Open Market Committee might significantly inhibit 
the members from tha free exchange of ideas which presently 
characterizes our meetings, lie are, after all, human, and wa all 
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have a certain aaount of salf-oonsciouanass about baing "on 
stage," as ve would certainly be under the suggested protocol. 
This problem would be heightened by the knowledge that the 
Betters under dlscuasion are highly sensitive for financial 
■arlcets here and around the %rorld. consultation "in -oaaera" 
gives the neabers of the Open Market Comittee the same 
privileges of open cooniinication and free exchange enjoyed by 
juries. laportantly, it also gives the CoBoiittee neabers the 
same right to change their minds as jurors enjoy. I can't 
imagine hov juries might deliberate in the presence of a scribe 
or a tape recorder or a video camera. I am sure the quality of 
jury decisions would be significantly changed. I am equally sure 
the process of developing monetary policy would suffer under such 
a regime of public performance. 

I am much less concerned that the quality of policy 
decisions would be adversely affected by a memorandum of 
discussion carefully edited to delete marXet-sensitive 
information provided on a confidential basis and released on some 
delayed schedule, perhaps one year after the meeting it 
described. Even there, some behavioral change on the part of 
Open Market Committee members could be expected, but I would not 
think it would be sufficient to significantly inhibit the 
deliberations of the Committee or alter the course of policy. 

Finally, the issue of the timely release of th« Directive 
for open market operations is a tricky one. On the one hand, the 
market knows at 11:30 or so the morning after the FOMC meetings 
whether there has been a policy shift. This is almost 
immediately discernible from the way the Desk at the New York 
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Federal Rftsarv« Bank antars tha aarkat* So, tram this 
parspaetiva, thara is littla to ba gainad or lost tram tha 
publication of FOMC dacisions within a v^lk, as proposad undar 
H.R. 28. On tha othar hand, iasadiata ralaasa of tha diraotiw 
would probably diaoouraga tha usa of asyvMtric languaga in tha 
diractiva, bacausa asyipBatry raflacta tha tilt of tha Cosaittaa 
aithar toward aaaa or tightaning. Narkats Bight ^aact 
impulsively on such nawa, to no ona's baat intaraat axcapt 
speculators. And, intamally, such a strictura against 
asYnmetric languaga would inhibit quick intar-aaating rasponaa to 
changing narkat conditions. 

As to the three specific questions in your letter of 
invitation: 

1. I Bake no notes at FOMC aeetings other than brief 
bullet points to outline ay own coments to assure 
coherence. These, together with all analytical 
■aterials supplied by the staff prior to the seating, 
are given by ne to ny executive assistant for 
destruction as soon as the FOMC naating adjourns. 

2. I have no knowledge of notes or records made or 
retained by other aeabers of the Cossittaa. 

3. I have no knowledge of the aource of the notorioua 
"leaks" of FOMC inforaation. Such "leaks" are 
irresponsible and raprahansible. If unintantional, 
they reflect a naivetS which should not ba allowad to 
lurk anywhere near the FOMC. If intentional, they 
should ba punished to tha full extent of whatever 
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r« — di— are available, no aattar who tha culprit »ay 
ba. 
I appreciate the opportiinity to participate in this hearing 
and look forward to answering any further questions the Comittee 
■ay have. 
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Mr. Chaiman and nantoara of tha Coonittaa, Z appr«clat« thia 
opportunity to coanant on provlaiona of tha Fadaral Raaarva 
Syatam Accountability Act (H.R. 28) that partain to tha ralaaaa 
of inforoAtion on aionatary policy. 

Tha Fadaral Rasarva currantly prcvidaa a graat daal of 
infonoation to tha public about tha monatary policynaking procaaa 
both formally and infomally wa report to tha Congraaa 
BemiAJuiuailly on our objectivaa and plans for aionatary policy, and 
we prcvida additional taatimooy on raquaat. wa publish a 
considerable voluna of tinaly data on our aionatary policy 
actions. In addition, we publish minutas of each FONC naating 
shortly after the following naating. These minutes fully 
sumnarise the dlacuaaion at Ccmmittee meetings and are reasonably 
timely. Federal Reserve officials frequently discuss the 
econcadc situation and monetary policy in informal contacts with 
members of the Congress, manbers of the Administration and their 
staffs. We publish numerous articles relating to monetary policy 
in System publications. 

Members of the Board and Presidttits of Federal Reserve Banks 
have an obligation to the public to explain their policy 
positions, and vie therefore oft«i speak out through ^eeches and 
other forums, not just on monetary policy but on economic policy 
more generally, we go out into ccnmunities across the nation, 
partly to understand the economic circumstances and concerns of 
all Americans, but also to articulate the Federal Reserve's 
position on the econooy. For example, Mr. Chairman, I have 
visited the fine city of San Antonio twice during my 23 months as 
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a Governor and have met with citisana from all iialka of Ufa to 
liaten to thair naada and to explain our miaaion. Zn fact* in 
virtiially every city to which I have travelled* over 30 in all 
since becoming a Governor, I have mat with local buainaaapaople, 
bankers and citizens to discuss the eoonony and ita direct lfli>act 
on their buainesses and daily lives. Z consider the p ro c a aa of 
carrying on a public dialogue to be central to ny 
responsibilities. There are no nyateriea regarding ny position 
or thinking. And I believe the saaw is trua of ny collaaguaa. 

In ny view, the provisions of the proposed legislation 
directed at increaaing the availability of Monetary policy 
information probably would suffer from the law of unintended 
consequences, videotaping FOMC meetings would likely reduce the 
usefulness of these meetings considerably. Participants would 
hesitate to use hypothetical or speculative exanplaa to explain 
points, because these exanples could be mislnterpreced and cause 
unnecessary volatility in the financial markets. Znfonnation 
learned from meetings and travels is often proprietary in nature, 
and thus could not be shared if the meetings viere taped. Nora 
generally, the give and take in the discussion among policymakers 
would be sharply reduced. Policy discussions would tend to take 
place outside of Committee meetings, and menbers of the Board and 
Reserve Bank Presidents would come into meetings with 
preconceived views to e nuch greater degree than is the case 
currently. Videotapes of theae meetings might, in fact, consist 
of nothing more than prepared ^eeches by the Board 
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Rttserve Baak Pr«sid«nt«. 

Th« ±6mmm that arise in tha currant procaaa of qpan« candid 
diacuaaion would no longar ba produced at Ccnanittaa naatinga* and 
thua would not ba reported in FOMC minutea. Tliair loaa would 
limit the flexibility and give and take of the policy procesa and 
in ao doing produce the unintended conaequ«ice of actually 
reducing the net aaount of publicly available infomad debate on 
Bonatary policy. 

I am also akeptical that« on balance, immediate releaae of 
the directive would be uaeful. While there may be acne 
advantagea, there are also coats. Under current proceduraa, 
market participanta and othera are able to recognise an actual 
ahift in the Federal Reaerve'a policy stance on the morning that 
the change ia implemented. Thua, an immediate vert>al atatement 
on policy changea would provide no additional information to the 
market. A requirement to publiah information could be damaging 
in caaea where policy conting«iciea are part of the FOMC 
directive. In fact, increaaed market volatility could 
potentially reault due to market apeculation. Moreover, auch a 
requirement could diminiah the Committee 'a ability to provide 
inatructiona to the Federal Reaerve Bank of New Yoric to reapond 
to continganciea, potentially hobbling the Federal Aaaerve'a 
ability to reaolve financial criaea. 

Let me turn next to the three apecif ic queationa that you 
poaed in your letter of invitation to this hearing. First, Z do 
take very aketchy notea during FOMC maetinga to help organise my 
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own conmentB. These notes are discarded by me after each 
meeting. Second, I believe that others will be describing their 
own note taking practices and that the Chairman will describe the 
note taking process of the POMC Secretariat. Finally, I have no 
information for the Coranittee on any premature release of FOMC 
confidential material. 

In suxmary, Mr. Chairman, Z believe that there will always 
be a tension between the benefits of an open and ongoing public 
debate on economic policy and benefits of confid«itiality. 
Although the current system is imperfect, it is prbbably better 
thain resolving the current tension in favor of either fuller 
openness or greater confidentiality. 
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I am pleased to have the opportunity to appear before this 
Committee to present my views on the reporting of^ Peteral Open 
Market Committee actions, with specific reference to sections of HR 
28, "Federal Reserve System Accoiintability Act of 1993" that focus 
on maintaining a record of the POMC meetings. Z an the newest 
member of the Board of Governors and am therefore also a voting 
member of the FOMC. 

Since joining the Federal Reserve Board, I have been deeply 
isqpressed by the care and attention given throughout the System to 
the incorporation of a broad range of viewpoints in the development 
and conduct of monetary policy. This information gathering or 
economic monitoring is done through a variety of means -- advisory 
oind consultative committees to the Board and individual Reserve 
Banks, studies requiring specialized surveys or data gathering, 
financial reports submitted to the Board as part of the regulatory 
oversight process. Reserve Bamk reports and the various analyses 
and studies underteiken as background for the Beige Book and staff 
FOMC documents. The cooperation received by the Federal Reserve 
System in this enormous task of economic monitoring is no doubt 
attributaUsle to the serious manner, and in some cases the 
confidentiality, in which business and economic information is 
treated by the Board and the Reserve Bamks. This cooperation 
demonstrates considerable confidence in the FOMC's processes and is 
likely bolstered by the unique quasi -public organizational 
structure of the Federal Reserve System, carefully crafted 
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by the Caagxmmm to contain an inherent nusiber of checks and 
balances, with the private sector an integral paurt of the System. 

The flianner in which the Board and the FOMC ccamunicate with 
the markets and the public is crucial not only to maintain trust 
and confidence in the national's central bank but also to assist 
roenibers of the FOMC in gathering sufficient information to assess 
the various trends in both the real and financial sectors of the 
econcoy. The ability to receive and relay to the FOMC confidential 
financial information is vital to a full understanding of the 
complex U.S. econoniy. I believe that releasing a literal 
transcription or videotape of the meetings would seriously inhibit 
members' abilities to obtain and relate such information because of 
its potential market sensitivity. 

A videotape or transcript also could have other harmful 
effects on the nature of discussions at FOMC meetings. The 
structure of those meetings allows all Boaird meinbers and Bank 
presidents an opportunity to present their views. These voting and 
non- voting menibers come from very diverse backgrounds, representing 
different parts of the country, and varying perspectives on the 
macroeconcoy and the operation of monetary policy. The process of 
esqplalning different viewpoints and reconciling them requires 
significant explanations and considerable give and take. Efforts 
are made by members to compare and contrast their paurticular 
regional or economic observations with those of other meinbers, 
rendering the use of complete prepared statements extremely 
difficult. If a literal transcript or videotape of FOMC meetings 
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were to be released, I believe many meiribers would feel constrained 
to speeLk only from prepared statements, thereby losing the 
analytical approach now used In building upon each other's 
observations In a truly deliberative process. Moreover, there 
f^uld be reduced capability to reach a consensus, since members' 
Initial statements may limit their flexibility to adjust their 
positions. The current approach to constructing and releasing the 
minutes, which allows complete recordation of the subjects 
discussed and views presented without specific attribution, 
contributes to this analytical deliberative process. All mesibers 
have am opportunity to edit the minutes before the next meeting. 

I review the draft to assure that my own views are adequately 
reflected In the minutes, eind make editorial s\iggestlons as 
appropriate. To assist In this process, I teike sporadic personal 
notes during seme parts of the FOtiC meetings to remind myself of, 
for exas^le, economic conditions noted by other mesibers and my own 
positions on various Issues. Those handwritten notes are retained 
In my personal confidential files, shared with no one. I presume 
other members will comment on their own or their staff's notes. 

The preparation, circulation and editing of the minutes takes 
seme time, but In any case Is complete before the next meeting. I 
know of no one who shares this Information with manibers of the 
public or the press prior to Its official release. 

Barller release of the minutes, or very rapid release of the 
Committee's decisions and directives, would curtail the flexibility 
of the Committee's decisions. Tliose directives frequently contain 
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or reference longer- xtt& etrete^lM th% CQiim^%«« ^«j|#« V^ <*^^. 
though tbe predee fcnm thoee •tr«t«94Mt WH)b4;l ll^^M^ g^ ^> ^w>^ t p » >^ 
subsequent eccxxadc developsnnts. H(> iiAJc^r IIA«^^I |^V4Wi»V4^V sHUM 
announce its future strategy without h*v4n9 ha 4i«|>*^I v»>H VH<^ WiAVWV 
itself. Such announceonnts would be •%lt d^fentiAfl A^Ml UlMV V^«k 
Federal Reserve's flexibilities and ability to aftl^PV VH^ m^k^^V 
when it wishes to do so. 

I hope these comments are helpful to tha efilim4l^V<*«* \k\ W^ 
deliberations. I would be pleaiad to raipond l-P Af^t^U^^HA^ 
questions. 
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I aa pleased to testify on the provisions of Section 
4 of H.R* 28, the "Federal Reserve System Accountability 
Act of 1993," that involve public disclosure of FOMC 
■eetings* 

Let me begin by saying that I take very seriously my 
role in FOMC proceedings and have a natural bias toward 
public disclosure and personal accountability. I also 
take seriously the collective responsibility of the F(HfC 
to formulate the best possible monetary policy* An 
essential ingredient in formulating the best possible 
monetary policy is an effective deliberative process — 
one that fosters the free flow of information, the 
ability to speculate about the effects of alternative 
policies, the general give and take among members, and 
the ability to reach a consensus. The challenge is how 
to maintain an effective deliberative process and still 
achieve meaningful disclosure and accountability. I 
believe the FOMC's existing procedures provide a workable 
balance between the need for a process that allows for 
the formulation of an effective monetary policy and the 
need for public disclosure and accountability. 

Let me comment briefly on the specific provisions of 
the bill. I believe the FOmc already complies with the 
provision of H.R. 28 that requires that a written copy of 
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the minutes of each FOMC meeting be made available to the 
public within 60 days of the meeting. The FOMC ciixxently 
releases minutes of its meetings six to eight weeks after 
each meeting, which is consistent with the bill's 
proposed 60*day period. For those who read them 
regularly, these minutes are quite comprehensive. They 
include information about current and prospective 
economic and financial conditions, the pros and cons of 
alternative policy actions, the reasons a majority 
favored a particular action, plus comments, by name, of 
those members dissenting. 

The minutes the Committee now releases are not as 
detailed as the Memorandum of Discussion that was 
released prior to 1976. But in my view the old 
Memorandum had some disadvantages that hindered the 
FOMC's deliberative process. I attended FOMC meetings in 
the early 1970s when the Memorandum was still being 
prepared. At those meetings, as I recall, members of the 
Committee tended to stick to their prepared statements 
and there was less give and taOce about alternative views 
of the economy and policy options. This occurred even 
though the Memorandum was released only with a long lag 
of five years. I believe the current arrangement of 
releasing the minutes of the FOMC meeting in summary form 
but much more promptly than the Memorandum — has 
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served the deliberative process well, while at the same 
time providing relatively prompt public disclosure. 

For the same reasons, I believe the bill's 
provisions to require a verbatim transcript or videotape 
of each meeting would impede the FOMC's deliberative 
process. They would tend to lock members into prepared 
statements and reduce the give and take of discussion. 
Innovative proposals could easily be stifled. Members 
would be less willing to play devil's advocate in 
proposing policy alternatives, and the quality of 
monetary policy decision-making would suffer accordingly. 

With regard to the bill's proposal for public 
release of the directive or other FOMC decisions within 
one week, I believe such a provision would not be very 
helpful to the public. The directive is best read along 
with the minutes of the meeting. Indeed, the two are 
currently released together within 60 days of each 
meeting. To release the directive earlier is likely to 
confuse, rather than clarify, people's perceptions of the 
stance of monetary policy because they will not have the 
full context in which the directive was prepared. 
Consequently, I do not favor this provision of the bill. 

Mr. Chairman, in your letter of invitation to appear 
today, you also requested my comments on three other 
areas. Let me now turn to those. First, during my 
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4 
tenure as President of: the Philadeli^ia Reserve Bank, 
which began in 1981, I have not taken notes during FOMC 
meetings. My economic advisor usually takes handwritten 
notes during meetings, which are then kept in a locked 
file cabinet with other materials prepaired for each FOMC 
meeting. He uses these notes to identify issues that 
should be investigated for future pre-FOMC economic 
briefings. And finally, I am aware, of course, of news 
stories that have discussed the premature release of 
information about FOMC meetings. I deplore such leaks. 
Security of FOMC information is taken very seriously at 
the Philadelphia Reserve Bank, and I do not have any 
direct knowledge about how such leaks occurred. 
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1 
I am pleased to be here today to discuss the procedures tlie Federal Open 
Market Connlttee follows In recording policy Infomatlon and releasing It to 
the public. Hy views In this area are based on two principles. First, these 
procedures should enable us to eake the best possible Monetary policy 
decisions. Second, In general we should release as much Infomatlon to the 
public on our policy decisions as promptly as possible, provided such release 
does not conpronlse our ability to eake sound decisions. Hy views also 
reflect substantial experience with the Connlttee. Although I have been In ^y 
present position only since the beginning of the year, I previously attended 
committee meetings as an advisor over a period of approximately 20 years. 
At each FONC meeting, the Committee reviews current and prospective 
economic conditions, discusses current policy Issues, and then decides on an 
appropriate policy direction. This decision Is communicated to the Trading 
Desk at the Federal Reserve Bank of New York In a "directive" that Instructs 
the Desk to take actions In the money market that are consistent with the 
desired policy direction. The directive Is the Committee's primary policy 
document. It contains the Committee's decision on whether to ease or tighten 
reserve conditions or leave them unchanged Immediately following the meeting. 
It also signals, through the symmetry or asymmetry of some of its language, 
the most likely direction of any prospective changes in policy during the 
period up to the next meeting. 

Currently, the directive for a particular FONC meeting is released 
Immediately following the next meeting along with a "record of policy 
actions." This record provides a lengthy and thorough summary of the 
discussion leading up to the Committee's policy decision. It Indicates In 
considerable detail the views of those supporting the decision and contains a 
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full explanation of any dissenting votes. It also lists by na«e the Comlttee 
■eiri>ers voting for or against the policy decision. As a long-tlae attendee at 
FONC Meetings, I can attest that the record of policy actions always conveys 
the content and flavor of the Committee's deliberations as well as its 
specific decisions fully and accurately. In ^y view, the record fully 
satisfies the need for the Committee to be accountable to the public. 

HR 28 would change these procedures in two ways. First, It would 
require that videotapes of FONC meetings be made and released along with 
verbatim transcripts within 60 days. Second, It would require that Committee 
decisions (I.e. the directive) be released within one week. Let me comment on 
each of these changes. 

FOMC Policy Discussions. Ny views on releasing videotapes and verbatim 
transcripts of FONC meetings have not changed since I responded to Chairman 
Gonzalez on this Issue earlier this year. I believe that the prospect of a 
literal record, even If It were released after a long period of time. 
Inevitably would Introduce a self -consciousness into Committee proceedings 
that would seriously Inhibit the flow of information and ideas. Nembers would 
almost certainly be reluctant to speak and argue as freely and frankly as they 
do now If they knew that their statements would be recorded and released 
publicly. In sum, I believe that releasing a literal record of Committee 
meetings In any form would restrain Committee members In debate, undermine the 
deliberative process, and therefore risk lowering the quality of policy 
decisions. 

While I cannot support release of a videotape or any other verbatim 
transcript of the FONC meetings, I do believe that there might be benefits 
from releasing a nonllteral but relatively complete record of FONC proceedings 
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slalUr to the "Maorandin of discussion" tliat W9 prepared until 197€^ iX 
there i<ere a lony and enforceable delay of the release. As I said 1e wy 
earlier letter, such a record would assist researchers Interested In aonetary 
policy by helpinf then focus aore clearly on the Issues that aost conctmtd 
the Connlttee at a particular Meeting and by strengthening their appreciation 
of some of the aere practical aspects of fomulatlng policy. Over a long 
period of time It Bight also provide a clearer picture of the evolution of the 
positions of various members of the FONC than Is currently available. Hhlch 
some researchers might find useful. 

I believe strongly that such a nonliteral record should only be released 
after a delay of several years, such as the five-year period In the case of 
the memorandum of discussion. Early release of even a nonliteral record like 
the memorandum ceuld inhibit FONC discussion and reduce the quality of 
monetary policy decisions. Consequently, I think It Is essential that any 
reinstitutlon of something like the memorandum of discussion be accompanied by 
a legislative guarantee that it would not be released prematurely. 

FOMC Policy Decisions. The second change proposed In HR 28 Is to 
release the directive one week after an FONC meeting. Arguments can be made 
both for and against this proposal. Earlier release would be consistent with 
the general principle that we should inform the public of policy decisions as 
soon as possible. At the same time, I believe that early release of the 
directive could well have announcement effects that could create unnecessary 
volatility in interest rates. The FONC's policy decision at a particular 
meeting is often conditional on economic data that become available In tlie 
period after the meeting, and the language of the directive frequently 
reflects this conditional element. If the directive were released soon after 



Digitized by 



Google 



Ill 



4 
the Meting, latertst rates typically iioiild rtect IvndUtely te any peUty 
ectlon ceiitMiplited 1e tlie directive even tKough the ectiiel pel Icy Mtlee hed 
not yet been taken. If the action subsequently did not take place* then the 
Initial reaction of rates iiould be reversed. 

One can distinguish, of course, between the part of the dIrMtlve that 
announces the Connlttee's decision regarding any i— duta policy actions and 
the part that wMy predispose the Connlttee to undertake a particular fuiiici 
action. It Is the latter, conditional part of the current directive thet 
causes ^y concern regarding financial volatility because It luggeiti a 
direction In future policy that m^ or a^ not be lapletMnted subsequently. 
This problea could be dealt with by reaoving the conditional linguage fro« the 
directive. Doing so, however, could well reduct the uitfulntii of the 
directive, both as a policy instruction to the Trading Oeik and ii • focal 
point for the Connlttee's deliberations. The Connittee would nted to consider 
very carefully the potential loss fro« changing the fom of the directive 
before Mking any such change. 

Motes on FOtc Neetimis. Let m respond now to the specific questions 
raised In Chalraan Gonzalez's letter regarding ^y knowledge of notes (Mde it 
FONC MOtlngs. As I indicated earlier, I have attended FONC MOiings for i 
nmber of years, aostly as the advisor to the president of the ildNwed 
Reserve Bank. Nklle In this advisory position I took noUs in tfr4ifr U urr^ 
the president aore effectively. NoneUry policy Is a contlnwews preeei* In 
which partlcnlar Issnes, such as how to Interpret t*e behavior of t*e MoeUry 
aggregates, fmqncntly recnr at seti n q w n t Mttlngs. C u a j i^entl/^ H H 
soMtiaes helpfil, in preparing fmr a aeetlng, ie be tIbU U tmUm tim 
discnssien nf a ^vticnlar issne at an enrller aettlng. f mt4 njr m^4f% fer 



Digitized by 



Google 



172 



5 

this purpose during ^y years as an advisor. The notes were handwritten, were 
never transcribed to typewritten or any other fom, and were not distrlbuttd 
to anyone. I have always kept these notes In locked, confidential files. I 
should add that I have taken only yery partial notes since assunlng ^y current 
position at the beginning of the year. I now rely on the notes taken by ^y 
advisor, who follows exactly the sane procedures I did. 

I have only limited knowledge of notes or records aade by other FONC 
participants and have not read or used any such notes. Finally, I do not 
personally know of any Information that has been released by anyone at the 
Federal Reserve Bank of Richmond or elsewhere In the Federal Reserve to 
persons outside the Federal Reserve prior to Its official release. 
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Good morning, Mr. Chairman and members of the Committee. My name is 
Thomas M. Hoenig, and I am president of the Federal Reserve Bank of Kansas City. 
This bank serves the Tenth Federal Reserve District, which includes Colorado, Kansas, 
Nebraska, Oklahoma, Wyoming, the northern half of New Mexico, and the western 
third of Missouri. I am pleased to have the opportunity to expiess my views on the 
disclosure of information from Federal Open Market Committee (FOMC) meetings. 

The Federal Reserve must be accountable for its actions and has an obligation to 
disclose as much information as possible about its deliberations and decisions subject 
to maintaining the highest possible level of policy effectiveness. It is my belief that 
the Federal Reserve *s current disclosure policies achieve these ends. 

The current policies provide a detailed accounting of FOMC deliberations and 
decisions. The minutes of FOMC meetings are comprehensive. They document the 
information considered during a meeting and the decision of each voting member. 
Moreover, the minutes provide the rationale for the majority's decision and include 
statements filed by members who dissent from the majority. In addition, the Federal 
Reserve reports regularly and frequently to Congress, ensuring further that we are 
accountable for our monetary policy actions. 

Current procedures foster an environment of open and candid discussion among 
the members of the FOMC. Valuable information from a variety of sources is brought 
to the discussion, some of it provided with the understanding that it be kept 
confidential. The give and take annong members provides an opportunity to clarify 
issues and allows the FOMC to synthesize a range of views. Any proposals that would 
impair this deliberative process, given current procedures that ensure accountability. 
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would compromise the quality and effectiveness of Federal Reserve monetary policy. 

Current procedures, in my opinion, also strike an effective balance between 
timely disclosure and the need for flexibility in the conduct of monetary policy. These 
procedures, which provide for the release of the minutes shortly after the subsequent 
meeting, allow the FOMC to respond flexibly to various contingencies over the 
intermeeting period. Earlier release of the minutes would restrict this flexibility and 
could have the unintended effect of contributing to market volatility. 

With regard to the three specific questions posed to me in Chairman Gonzalezes 
letter of September 24, 1993, my answers are as follows. One, I make brief notes for 
my personal use during FOMC meetings. Our bank^s Research Director also 
occasionally takes notes. These notes are kept in locked files, as is other confidential 
FOMC material. Two, I have observed other participants taking notes during FOMC 
meetings, but I have no knowledge of their content or disposition. Three, I have no 
information about the release of information by anyone employed at the Federal 
Reserve about FOMC meetings prior to the official release of that information by the 
Federal Reserve. 

In closing, let me reiterate that I believe the FOMC must be accountable for its 
actions, and I believe that its current disclosure policies are appropriate and effective in 
achieving this end. They provide the public with comprehensive information about the 
FOMC*s decisions and deliberative process and they enhance the Federal Reserve*s 
ability to pursue the nation's objectives of economic growth and price stability. 

That concludes my statement, Mr. Chairman. Thank you. 
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Mr. Chairman and Members of the Committee, I welcome the opportunity 
to appear t)efbre you this morning to discuss the release of information about the 
meetings of the Federal Open Market Committee. 

Before I respond to the three specific questions raised in your letter of 
September 24, 1993, 1 would like to address a general issue that I believe is 
highly relevant 

The questions of what information to release and when to release it must 
be answered in the context of accountability for achieving clear, unambiguous 
objectives for monetary policy. If the FOMC is charged with conflicting or 
unattainable objectives, discussions about the appropriate timing and content of 
disclosure could easily reflect misplaced priorities. Congress could best 
contribute to a clarification of the FOMC's policy direction by enacting the Neal 
Resolution, which specifies an ultimate goal of achieving the highest sustainable 
rate of real economic growth through the maintenance of purchasing power 
stability. The timing and content of disclosure become less contentious issues in 
the presence of a credible framework for monetary policy. 

Markets operate more efficiently with knowledge of the collective thought 
process that generates Committee decisions. Such information allows people to 
deal with uncertainties about how policy actions might respond to unknowable 
future developments. 

It takes some time to ensure members' agreement on an accurate 
portrayal of a meeting, and to remove sensitive material. Thus, the minutes of a 
meeting, describing the climate and substance of Federal Open Market 
Committee deciskximaking. are released only after their formal acceptance, at 
the next regulariy scheduled meeting. 

Meeting minutes are released through an orderly process that guarantees 
equal access for everyone who wants to receive them, simultaneously, at 
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numerous sites nationwide. Intfieintertm, prior to release, actions in the open 
market are talcen in accordance with a puk)licly understood procedure. Within 
seconds of any market action, electronic information services communicate the 
facts nationwide. 

As a memt>er of the Committee. I find it objectionable to see news stories 
that are not written on the basis of the Committee's well-defined, orderly 
procedures for information security and release. I do not condorie the actions of 
individuals who unilaterally release such information, even through 
inadvertence. Chairman Greenspan indicated last week that measures have 
been taken to ensure that the procedures adopted by the Committee are 
followed. 

You have asked me to respond to three specific questions. First, t do not 
take notes at an FOMC meeting. At the first few meetings I attended in 1 992, 1 
took a few notes during Committee meetings to remind me later of issues raised 
in the course of discussion, but soon decided that I did not need notes to remind 
me of the important issues. If I want staff analyses of theoretical or empirical 
issues in preparation for subsequent meetings. I discuss the issues with senior 
policy advisers. All this is done in accordance with the Committee's standard 
rules for maintaining confidential FOMC information. We adhere to a "need to 
know" policy when relating information to research economists conducting 
studies on policy issues. Second. I have not questioned any other participants 
in FOMC meetings about the procedures they follow, and consequently am rK>t 
aware of wtiether they keep notes or records of the meetings. Finally. I have no 
information about the premature disclosure of FOMC meeting materials k)y 
anyone employed at the Federal Reserve. 
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Mr. Chairman and Members of the Commtttee: 

As requested, let me briefly summarize my views on the queetion of Ihe 
appropriate record Iceeping and public release of the deliberations of the 
Federal Open Marlcet Committee. 

As I stated In my letter of January 13 of this year to the Chairman of this 
Committee, I fully support Chalnman Greenspan's previously stated position on 
the various proposals for maintaining and releasing a more detailed record of 
the FOMC's deliberations, in my view, the minutea of the FOMC, as they are 
currently written, provide the right level of reporting and detail necessary to 
communicate the current policy concerns and actions of the Committee. The 
minutes explicitly document the full range of policy arguments made during the 
discussion and when a meml>er of the Committee disagrees vvith the resulting 
consensus, that member's dissent becomes an Integral part of the public policy 
record. 

Based on my participation In FOMC deliberations, I believe that releasing 
more detailed minutes, most especially a verbatim transcript of the meeting, 
without a significant delay would be counterproductive and would Impede the 
development of sound monetary policy — first, by limiting tfie free flow of 
necessary Information Into the policy process and second, by hindering the 
consensus process so essential if policy is to adequately reflect economic 
conditions In all regions of the country. 

As President of the Federal Reserve Banic of Chicago, I have an Important 
responsibility to convey to the FOMC the economic conditions of the Seventh 
Federal Reserve District. To meet this responsibility, I and other senior 
memt)ers of our staff maintain extensive contacts vvith District iHisinessee (large 
and small), community groups, and state and local government offldals. From 
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WW mnmf Of IMQniy I 

I aboiil ttw DMriGl ihM cMMot IM cSwIvttd from thtt DiMIe da^ 

I not only about cuff onl ooonomic cofKMkxiSy but obout 
dMnQM In tMMlnoM pfsctiOM, futufo pfoduclion« Miof nogotiaitiofis« invMtmont 
Mid Nfifig ptafw Mid a hoot off othof iMuooHial tiavo hnpoftant valuolo tho 

TMa typo of Mofmatlon is pafticulafly Impoftafit at tho pfoaont timo. Tho 
oconofiiy is going thfough a vary diffafont phaao than any that vio tiavo 
oxporioncod in tho past Many of tho ooonomic indicators that tiavo l>oon uaofui 
gukSopoots in davoloplfig polcy in tho past afo now proving uftfoHaMo. In such 
an onvifonmont, I find tho rogionai information dartvod from local contactSi l)oth 
alMMit tho Sovonth DIslrict and a lso w h or o In tho country, oasontlai to tho policy 
procoss. In tho contoxt of thoso hoarings, It is important to understand that 
much of gio information that thaao contacts provido is highly profMletary and 
vary confldontlal in naturo. I tiavo absolutoly aasurod thoso contacta that tho 
aourco and nature of the data will not bo divulgod in a way that thoy would find 
compromising. I tiavo novor had anyone decline to spoalc vvith me at>out their 
activities. If I could not provide such assurancee, then much of this significant 
information would not bo forthcoming and the development of monetary poHoy 
would bo impeded. 

It is precisely this type of information about local buaineaaee, 
communities and financlai institutions that demonatratea the value of the 
rogionai structure of the Federal Reserve System and District repreeentation on 
the Federal Open Marl(et Committee. The impact of releasing such information 
as part of the written record of the FOMC without a significant delay would only 
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result In the exdusion of this vttei mfdmurtion from the FOMC policy d It c uM lo n , 
In my view, this would not be in the public mierest, esfMdeily when ihm cunent 
system of disclosure is able to convey an accurate description of ihm key I ssu es 
and arguments underlying the FOMC decisions, as well as record Individual 
votes and diasenting positions. If It becsme necessary to preff>are more detailed 
minutes, then they should only be released after a period of five years and with 
all confidential infomurtion at>out individual corporatlone exdeed, as well as 
confidential Information about Idreign countries, foreign central banks and 
intemational instltutk>ns. 

As to the specific questions you ssked us to eddrees: 

I prepare an outline of economic condittons in the District which forms ttie 
basis for my remarks at each meeting of the FOMC. After the meeting, theee 
notes are kept secured In my office until the next meeting at which time I 
destroy them. I do not maintain notes on the discussion that takes place at the 
meeting itself and Chairman Greenspan is in a better positk>n to deecrlbe ttie 
records that are kept by the FOMC Secretariat 

As to the premature release of InfbrmatkNi from the FOMC meettoige, I 
have not talked to the press or other outskSe contacts, nor to ottier FMeral 
Reserve officials wtio do not have authorized access to FOMC infOrmetkm and 
my only direct knowledge of such premature relesses arises from articles that I 
have seen in varknis newspapsrs. I completely concur vvith Chairman 
Greenspan that premature r e l ea s e s of this type are highly inapfKoprlate and 
totally unacceptable. 

Thenkyou. 
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Thank you, Mr. Chairman, for your invitation to testify on HR 28. 
As requested, I will limit my testimony to t^e issue of FOMC records, 
although I do have opinions on other parts of HR 28, especially the part 
that puts me out of work. 

I became President of the Dallas Fed in February 1991, so I'm a 
relative newcomer both to the FOMC and to your great state of Texas, 
Mr. Chairman. As the bumper sticker says, " I wasn't born in Texas, 
but I got there as soon as I could. " 

Prior to moving to Texas two and a half years ago, I was with the 
Federal Reserve Bank of Richmond for 23 years, the last 1 1 of which I 
served as manager of its Baltimore Branch. I have participated in 
FOMC meetings since 1991, but did not vote until this year. 

You asked us to respond to three specific questions regarding 
note-taking in FOMC meetings. Regarding my own practice, I don't 
take notes of the type I assume you mean. I do a lot of reading and 
homework prior to the meeting, and I go into the meeting with some 
tentative ideas in mind. I doodle during our discussion and occasionally 
write down a word or phrase for reference when I speak. I don't write 
down decisions because they are simple and easy to remember and 
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come at the end of the meeting. My doodles and notes would be of no 
use to traders or journalists. I destroy them after the meeting and rely 
only on official documents for future reference. 

Regarding your second question, notes kept by others, my 
impression is that most other members and staff probably follow a 
pattern similar to my own since all who are present presumably have 
access to the official records and documents. At least, I have no 
knowledge to the contrary. 

In answer to your third question, I have no information about the 
premature release of FOMC information by anyone at the Federal 
Reserve. Let me add that, in my opinion, if someone wanted to leak 
valuable information about the Committee's decisions, such notes 
would not be necessary nor even very helpful. While the decision 
process may be difficult, the decisions themselves are simple and easy 
to remember. Let me comment briefly on other aspects of meeting 
records. As a former economist, I have some sympathy for the idea of 
immediate release of the directive. Immediate release of the decision 
would eliminate any question of leaks or the appearance of leaks. 

The practical problem with immediate release of the directive is 
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that not all decisions are clear-cut decisions to ease« tighten, or remain 
unchanged. On occasion, the Committee votes to hold steady, perKJing 
further information or developments, and wishes to give the Chairman 
extra leeway to act on his own prior to the next scheduled meeting. 
More often that not, I believe, these "asymmetric directives" are not 
acted on, but occasionally they are. To announce a decision of "no 
change" without the proviso would be misleading, and to announce it 
with the proviso would likely cause the markets to react in a way not 
necessarily warranted by subsequent information. 

Given this dilemma, I believe the current arrangement is best. 
Markets are able to discern the immediate decision by watching the 
federal funds rate the following morning, and we retain maximum 
flexibility to react to incoming data and changing circumstances 
without misleading anyone. Then as soon as another meeting is behind 
us, we release the directive that includes the prevailing circumstances, 
the rationale for the decision, and the identity of any dissenters and 
their reasons for dissenting. 

I, personally, have a greater problem with videotaping and 
verbatim transcripts of discussions than with prompt release of 
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decisions. I believe that videotaping or vert>atim transcfipts* no matter 
when they are released to the public, would diminish the quaKty of our 
deliberations. My colleagues and I are willing to listen to each other 
and adjust our initial leanings in the interest of consensus-building « We 
currently don't posture for the record or for the camera. There is no 
winning or losing the debate. There is no playing to the gallery or to 
the folks back home. This, I'm afraid, would all change with 
videotaping or its equivalent. 

I would much prefer present arrangements even with more detail 
added, so long as the detail involves the substance of the discusiions 
and decisions rather than the language used. I would also have no 
objection to detailed minutes (not a verbatim transcript) being released 
after a lengthy period, so long as the legal obstacles to a decent delay 
could be overcome. 
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I am pleased to appear before the Committee today to teadfy on Sectioii 4 of the Federal 
Reserve System Accountability Act of 1993, entitled "Prompt Public Disclosure of Open 
Market Committee Meetings." AsacreationofCongress, the Federal Reaerve System is 
fiilly accountable to the public for its monetary policy actions. One way the Federal 
Reserve ensures tins accountability is by releasing information about its poficy decisions. 
The Federal Open Market Committee (FOMC) provides a fiill accounting of its actions in 
its "Minutes of the Federal Open Market Committee" (hfimites). 

The Minutes contain all important information about FOMC decisions, including the 
policy directive agreed upon by the nuyority and the reasons underlying policy decisions. 
Any significant differences among those voting with the majority, as well as the views of 
any (fissenting members, are inchided in the document. The Minutes are released upon 
their approval by Conmiittee members at the next FOMC meeting. The public record thus 
contains the outcome of FOMC deUberations and the policy views of each member of the 
ccnnnuttee. 

I am not in ftvor of producing a further detailed account of FOMC deliberations, either in 
the form of an edited transcript, such as the "memorandum of discussion," verbatim 
minutes, or an audio or videotape. Such a release would inq)ede the deliberative process 
and thereby impair policynuddng. Arriving at appropriate policy often involves 
considerable give and take, consensus-builcfing and debate of alternative actions. Because 
of the possibifity that a particular statement might be misunderstood or taken out of 
context, FOMC members woukl be reticent to engage in the kind of open discussion that 
leads to good policymaking if they knew that all of their statements woukl be in the public 
record. Furthermore, the release of verbatim minutes or any other detailed record of 
deliberatk>ns woukl discourage other parties from supplying the FOMC with confidential 
informatk>n that is usefiil in determining appropriate policy. 
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Turning to the timiqg of the release of the FOMC policy directive, I believe thtt immediate 
release of the outcome of FOMC deliberations would interfere with the ddibentive 
process and would lessen the flexibility with which the Federal Reserve can respond to 
changing economic conditions. If directives were released immediately, the FOMC might 
be reluctant, even if economic conditions warranted, to take a timely subsequent action 
because of concern that such action would add to the uncertainty in fimuidal markets. In 
addition, the FOMC would be less inclined to bias its directives toward ease or restraint, in 
effect limiting its policy options. Consequently, reaching a consensus among FOMC 
members would be diflScult, which might delay policy actions and add uncertainty to 
financial markets. 

Finally, let me turn to the specific questions that I was asked to address in my statement. 

• In response to your inquiry about my own notes or records, I usually take some 
notes at FOMC meetings for my personal use. They are not typed, copied or 
shared with anyone else and are nuuntained in a locked file cabinet in my oflSce. 

• Your second question concerns my knowledge of notes or records that others have 
made at FOMC meetings. Though others who attend FOMC meetings sometimes 
appear to take notes, I am unaware of their content, disposition or location. 

• In response to your third query, I have no knowledge about the release of 
information on FOMC meetings prior to its oflScial release by the Federal Reserve. 

To sum up, the Federal Open Market Committee is committed to informing the public of 
its policies, which ultimately must be judged by their results. The "Minutes of the Federal 
Open Market Committee" convey fully the relevant information about FOMC decisions 
and do so in a timely way. Thus, in my view, there is little to be gained by providing 
detailed minutes or mechanical reproduction of FOMC deliberations, while the adverse 



Digitized by 



Google 



191 



oonsequences of doiqg so are potentially very great. In adcfition, the benefits of immadiate 
release of the policy directive would not seem to outweigh the potential costs of doiqg so. 
By inhibitiqg the fiink exchange of views and possibly reducing the wiDiogness of the 
FOMC to take timely actions, public release of the details of committee deliberations or 
immediate release of the policy directive could harm the policymaking process. Though 
intending to increase the accountability of FOMC members, the proposed char^ges 
qiedfied in HR 28 may thus impede monetary policy performance. 

Thank you. 
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smouiT 



Mr. CbalxwBk and aaabars of tb« CoaBlttft*. I mppxmclMZm t±ds tmjwirt mi ity 
to discuss issuss cslstad to —inrslnlng « record of Federal C^»es HaxlBBt 
CoMBlttos (FQHC) asotlass sad proesdnrss followsd st tbs Fodsrsl Bmmmrm Bank 
of Minaaapolis to bandla eo&fldantial aonatary policy aatarlal. Tfaaaa axa. 
indeed, significant Batters. I will try to keep my en— ints direct and 
sxjccinct this aominf and ask tliat my conplete statenent be incltided in tbe 
record. 

As indicated in my January correspondence, 1 an connrinced liiere is 
considersble value in our current report of FQHC proceedings. As you knov, «e 
release extensive ninutes of each FQHC neeting shortly after tbe subsequent 
■eeting. Ibe nlwiteg describe the discussion and the votes of individual 
■eabers. More specifically, they include an assessnent of business conditions 
here and abroad, price developn ent s , and tbm perfomance of financial narkets 
and nonetaxy aggregates. Ihey report tbe Connittee's views of prospects for 
the econony, frequently including infomstion gleaned fron personal contacts 
in individual Federal Reserve Districts. Th« ninutes also report discussion 
of Monetary policy options as well mm tfas decision ultisAtely readied by the 
Connittee, including dissents, if any, mad the logic underpinning the 
dissents. 

This anounts to a good deal of infonatlon in my viev, and I do not find 
nerit in suggestions to prepare mod release, at any tlas, a literal record of 
FQHC deliberatioDS -- throu^ videotaping ox other v^iicles. Three iaausa in 
particular concern ne. First, given tht gravity of our responsibilities, 1 
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believe it imperative that the qiaality of our deliberations be naintained. 
Open disctuision of ideas, of policy alternatives, and of significant potential 
risks to the econony are critical to sound policyHaking. Secondly, soae of 
the information ve disctuis is voluntarily provided on a confidential basis. 
Ve have an obligation to maintain that confidentiality. Thirdly, I believe 
our procedures carefully balance the need to provide information to the ptiblic 
with the necessities of effective monetary policy. Even small changes carry 
the considerable risk that they will disturb, perhaps unknowingly and 
unintentionally, this balance, with adverse consequences for financial markets 
and economic performance. 



As indicated in ny earlier correspondence, I believe there could be 
merit to reintroduction of scmething like the "memorandiam of disctuision," a 
very detailed, although edited, accounting of FQMC discussions, provided that 
the confidentiality of such material is assured for several years. As I see 
it, such a document could be tuieful to historians and students of monetary 
policy when they investigate the broad context of policy decisions and the 
evolution of the polic3nBaking process. 

Finally, in response to your specific inquiries about confidentiality, I 
am unaware of any unauthorized release of monetary policy information ever 
emanating from the Federal Reserve Bank of Minneapolis. My economic advisor 
and I leave highly confidential material at the Board of Governors and do not 
return with it to Minneapolis. I take limited notes during the meeting, as 
does my advisor. All notes and other materials are handled according to 
strict guidelines, the essence of which is to limit their distribution and 
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access and assure proper disposal. (A copy of our Bank's proosdurss is 
appended to my coaplete testlaony.) Thank you. 
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TESmiDOT 

Mr. Chairman and omibers of the Committee, I appreciate this opportunity 
to diacuMB issues related to maintaining a record of Federal Open Harket 
Committee (FOMC) meetings and procedures followed at the Federal Reserve Bank 
of Minneapolis to handle confidential monetary policy material. These are, 
indeed, significant matters. 

As indicated in my January correspondence, I am convinced there is 
considerable value in our current report of FOMC proceedings. As you know, ve 
release extensive minutes of each FOMC meeting shortly after the subsequent 
meeting. The minutes describe the discussion and the votes of individual 
members. More specifically, they include an assessment of btuiiness conditions 
here and abroad, price developments, and the performance of financial markets 
and monetary aggregates. They report the Committee's views of prospects for 
the economy, frequently including information gleaned from personal contacts 
in individual Federal Reserve Districts. The minutes also report disctuision 
of monetary policy options as well as the decision ultimately reached by the 
Committee, including dissents, if any, and the logic underpinning the 
dissents . 

In light of these minutes, I believe that the views of the Committee 
meflibers are known. In addition, FOMC members reveal their policy positions in 
other ways. Certainly, I take full responsibility for my positions at FOMC 
meetings, and I have presented my policy views in Federal Reserve Bank of 
Minneapolis publications, among other places. (Two examples, one from 1990 
and one from 1993, are appended to this dociament) . In addition, Congress can 
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at any tiaa ask us about our views, as the Senate Banking CooBittee did last 
March. 

Thtui, a good deal of information is available in my view, and 1 do not 
find merit in suggestions to prepare and release, at any time, a literal 
record of FQKC deliberations -- through videotaping or other vehicles. Three 
issues in particular concern me. First, given the gravity of our 
responsibilities, I believe it imperative that the quality of our 
deliberations be maintained. Open discussion of ideas, of policy 
alternatives, and of significant potential risks to the economy are critical 
to sotind policymaking. Secondly, some of the information ve disctuis is 
voluntarily provided on a confidential basis. Much of this information would 
be lost if we were unable to insure the integrity of confidential treatment. 
Moreover, we have an obligation to respect anonymity and confidentiality. 
Thirdly, 1 believe our procedures carefully balance the need to provide 
information to the public with the necessities of effective monetary policy. 
Even small changes carry the considerable risk that they will disturb, perhaps 
unknowingly and unintentionally, this balance, with adverse consequences for 
financial markets and economic performance. 

As indicated in my earlier correspondence, I believe there could be some 
merit to re introduction of something like the "memorandum of discussion," a 
very detailed, although edited, accounting of FOMC discussions, provided that 
the confidentiality of such material is assured for several years. As I see 
it, such a docvunent could be tiseful to historians and students of monetary 
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However, conventional Phillips Curve analysis 
ignores the potentially crucial role or credibility in 
achieving policy objectives. If the Federal Reserve 
adopts and implements an anti-inflation policy that is 
widely believed «id accepted by the public— that is 
credible— the costs associated with reducing the rate 
of inflation may be modest. 

In a recent publication, the Federal Reserve Bank 
of San Francisco made this point very %vcll. "Credi- 
bility means dwt the public quiddy adjusts its 
expectations oonoiEming future policy in re^wnse to 
the announcement ofa change in policy, or to policy 
actimis thai suggest a new pc^icy stance. Thus, a 
central bank %vith 'credibility* can announce a new 
disinflationary monetaiy policy and quickly achieve 
a \awtr Inflation rate withottt a prokmged economic 
downtnlm because the public eicpects it to follow 
through with its ntw policy long enough to be 
soccestftil. Consequently, wage and price increases 
moderate quickly.** 

How much credibility does the Federal Reserve 
have at present? I can't provide a quantitative an- 
swer, but probably not as much as I would wish. 
Thus, there are likely to be some costs, in terms of 
foregone output, in achieving price stability. But if an 
anti-inflation strategy is consistently pursued, credi- 
bility can be earned and costs held to reasonable 
levels. 

Assuming that price stability is, in fact, the para- 
mount goal of policy, what should the Federal Reserve 
do to achieve this objective? In my judgment, policy 
formulation and implementation would probably 
have to change little from current procedures. 
Growth in the monetary aggregates, especially M2, 
would be used to help assess and guide policy, and 
M2 growth would have to be reduced over a series of 
years to a pace consistent with stable prices. In terms 
of M2 growth ranges, the upper end would have to be 
lowered steadily to assure that there is no backsliding 
in this process. 

We in the Federal Reserve would continue to 
recognize, as we do today, that price measures 
themselves may bounce around in the short run, due 



in pan to swings in eneigy or agricultural prices that 
don't relate well in every period to macroeconomic 
conditions. Similarly, we %vou]d continue lo recog- 
nize that current price performance resulu fiom past 
policies, so we would not necessarily react to every 
new statistic on inflation. And there would be 
nothing in our strategy to preclude a response to 
* 'shocks," such as a sharp break in stock prices, if that 
were appropriate. Suted more positively, %vc would 
continue to bear in mind our responsibility for the 
safety and soundness of the financial system, as well as 
the linkages between financial problems and business 
activity. Setting course for price subility need. not 
constrain our ability to deal with these situations. 
Indeed, to the extent that qieculative excesses con- 
tributed in the past to such problems, achievement of 
price stability may make such episodes less likely. 
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Comments by Gary Stern. President 



Views on the Economy, Monetary Poliq^ 



FoUmuing is a summary of Gary Sltm 's March 10, 
1993, testimony before the Senate Committre on Bank- 
ing, Housing and Urban Affairs. Stem, along vnth 
the other 1 1 Federal Reserve barUt presidents, was 
called to testify on the state of the district economy and 
to share his vieu/s on monetary poUcy. 

Mr. Chairman and members of the Committee. 
I appreciate this opportunity to discuss with you 
economic conditions in the Ninth Federal 
Reser\'e District and my views on monetary poli- 
cy. My task is somewhat easier today than it would 
have been eight years ^o, right after I first took 
office. Over this period economic conditions 
generally have improved in the Ninth District, 
and owr this period I have had the opportunity 
to refine my views on the role and condua of 
monetary policy. Let me briefly address these two 
topics in turn. 

The Ninth District economy is doing well rela- 
tix-e to the national economy today, in large part 
because it did not participate as fulh* as some of 
the regions of the nation in the expansion and 
excesses of the middle and late 1980s. \Miile the 
rest of the nation was affected by unsustainable 
expansions and subsequent sharp contractions in 
some sectors the Ninth District was more steady- 
as^ou-go. Moreover, inflation appears to have 
diminished in the district in recent years. 

The Ninth District has a relati\-ely small popu- 
lation, but it is large geographically and conuins 
a diverse industrial base. The Ninth District 
includes the states of Montana, North Dakota, 
South Dakota, and Minnesota, as well as western 
Wisconsin and the Upper Peninsula of Michigan. 



Important in the district are the natural resource 
industries of agriculture, forest products and 
mining: di\-erse manufacturing industries includ- 
ing modem computer, electronic and medical 
technologies; and tourism. 

In the middle and late 1980s the district econ- 
omy was a bit weaker than the national economy. 
The district did not benefit as much as others 
firom the defense build-up, the commercial con- 
struction spree, or the real estate price run-up. 
Consequently, though, when these areas turned 
down, the district economy was affected relati\-eh' 
less than the national economy. 

In addition, the district has been fortunate to 
hdxc some growth industries within its borders. 
The district economy has been supported b>- 
growth in exports, medical instrument manufac- 
turing, residential construction, medical serxices 
and tourism. And, notably, agriculture has for the 
most part reco\ered appreciably from the serious 
problems of the mid-1980s. 

Howex-er, I do not \\~ant to give the impression 
that all is well in the Ninth Disunct. Not all indus- 
tries and not all regions are prospering. In partic- 
ular, some natural resource industries, commer- 
cial construction, computer manufacturing and 
small-town retail stores all have been slumping to 
some degree. Nevertheless, 1 think it is fair to say 
that as a whole the district economy has 
improxed. 

The fortunes of the district's banks largely 
have reflected the ups and downs of the district's 
economy In 1986 the district's banking system 
was far firom healthy The lagging effects of the 
1981-82 recession, difBculties in the agricultural 
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sector and problems with loans to less de\'eloped 
countries had combined to weaken- banks' finan- 
cial condiuon. But since then, banking condi- 
tions have improved. Asset quality, earnings and 
capital all have improxied. In the first three quar- 
ters of 1992 only 2 percent of the district's banks 
reported losses, down from 20 percent in 1986. 

Much of the information I get on the distria 
economy comes first-hand from District Dia- 
logues with communit>' and business leaders and 
from meetings with the bank's directors and advi- 
sor)* council on small business, agriculture and 
labor. Our invoKeroent in district economic 
af&irs has served both the conununity and Feder- 
al Reserve policymaking well. I belie\-e. 

The state of, and prospects for, the regional 
economy are important elements in my prepara- 
don for an approaching Federal Open Market 
Committee meeting. But. of course, regional con- 
siderations must be balanced and integrated with 
informauon about the national and international 
economy, for ulumately the effects of monetary 
policy transcend regional boundaries. Thus, a 
wide range of factors, combining regional eco- 
nomic and financial information with additional 
perspectives, helps to shape my view of the appro- 
priate course of policy. 

In the broadest sense, and taking a long-run 
perspective, the object of monetary policy is, it 
seems to me. to attain the highest possiUe li\ing 



standards for our citizens over time. In order to 
give this goal operational meaning, the Federal 
Reserve in my \iew should seek to achieve over 
time maximum sustainable growth of real output 

My reading of the accumulated evidence on 
economic performance both here and abroad is 
that in the long run the most significant contri- 
bution monetary policy- can make to achieving 
maximum sustainable growth in real output is to 
foster price subility. That is, I am convinced that 
in the long run, price stabilit\- goes handin-hand 
with sustained economic prosperity. The two 
goals are not antithetical and, indeed, price sta- 
bility is best thought of as a means to the end of 
sustained pro^rit\-. 

In the short run, we in the Federal Reserve 
may indeed find it appropriate to respond to 
incoming financial and economic information in 
order to keep the economy on, or to return it to. 
its potential groHih path. But, it seems to me. our 
shon-rvm response should in general be cautious 
because of uncertaintx* both about the state of the 
economy and about the effects of policy on the 
economy. Moreowr, wv need to a\x>id the prob- 
lem of turning long-run polic\- into a sequence of 
short-run decisions. If follouied. such an 
approach runs the risk of adopting a strategy that 
is persisientiy inflationary or contractionary, 
depending on conditions pre\ailing when it is 
adopted. | -nmrn^m | 
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Federal Reserve Bank of Miimeapolis 
Research DeiMUtment Menorandniii 

Dale: PACS: 2000.2 

To: (Relevant Individuals) 

Fh>m: Gary Stem 

Subject: Safeguarding FOMC Class I, Class n, and Class m Confidential Material 

To assure the necessary confidentiality, it is important that all staff mem- 
bers exercise spedal care hi handlhig FOMC materials. Please read the ibllowhig 
Suidelmes, sign attached sheet, and return to Vidd Reupke by Friday, (Date): 

1. In addition to ensuring that the documents themselves are made available only 
to stair members who have been authorized access to them, the hiformation they 
contahi should be discussed with sudi persons only. 

2. FOtdC documents should not be left unattended on desk or table tops. 

3. All FOMC documents should be out of sight vifhen outside visitors are in the 
office. 

4. FOMC documents may be carried by hand from one office to another. If sent 
by m r s se n g ff, they should be placed m envelopes widi a gummed-Ubel seal 
beariqg die initials of die person sendnig them. 

5. When no loqger needed, FCH^C documents should not be diqwsed of by 
droppiog in wasldMnkgts but by shredding or incineration. 

6. All FOMC doarnients should be kept under lock and key at night and over 
weekends. 
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7. Double-sealed envdopes ihould be used fx mtaXing all Class I and Class n 
FOMC materials from the Board and die Reserve Banks. The inside envelope 
for Class I material fthoold be marked ''Personal and Confidential'' and delivered 
unopened to addressees. 

8. No Class I or n doamients shouM be rq>roduced by recipients. 

9. The distributbn of all FOMC documents, apart from the Managers' reports, 
shoukl be handled dirough the Secretary who will attadi die i^ypropriate security 
classification before sendnig die documents to die Committee. 

10. To fiidlitate die klentification of FOMC documents diat require safokeq>iiig, 
distinctive covers should be placed on all sudi documents that are to be circu- 
lated System-wide. The Bhiebook and die Greenbook are akeady disthictive in 
zppcanact and are exen^ from this requirement. Documents of tspccMty 
great sensitivity, e.g., copies of recently issued directives that are hitended for 
die "eyes only" of specified recipients, shoukl be so klendfied widi appropriate 
fiidher maridogs sudi as a special stamp or special cover sheet. 



Digitized by 



Google 



206 

I have read the attadied FCH^C guidelines memo dated ( ). 



Sigmtture and Date 
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Thank you, Mr. Chainnan and mambart of tha Committaa for thia opportunity to ahara my 
viawa on maintaining a mora axtanaiva racord of Fadaral Opan Marlcat Committaa (FOMC) 



Baing involvad in tha mailing of monatary policy ia a graat honor and aomathing in which i 
taiia daap paraonal prida. Ttiua, from a puraly parsonai parspactiva, i might walcoma my viawa 
and positiona baing mada mora public. Howavar, tlw icay iaaua to ma ia wliat will provida tlw 
baat policy for tha paopla of tha Unitad Stataa and of tha Rrst Diatrict. I baiiava thara ara difficult 
trada-offa batwaan opannaaa and tha affactivanaaa of tha daiibarationa that laad to monatary 
policy, i would Ilka to mantion two apacific raaaona that contritnita to thia trada-off . 

Hrat, I am concamad that a highly dataiiad accounting of FOIMC daiibarationa, uniaaa ita 
ralaaaa wara dalayad aavaral yaara, would impair tha ability of tha FOIMC to obtain and diacuaa 
confMantial information on indWJdual companiaa and foraign cantrai banka - information that ia 
aaaantial to conducting monatary policy. 

Naw England'a axparianca in tha racant racaaaion ia a raiavant caaa In point. Tha racaaaion 
bagan aarUar in Naw England and proportionataly many mora joba wara loat in tha ragion than in 
tha raat of tha country. Aa a conaaquanca, soma problama surfacad in Naw England bafora thay 
amargad aiaawhara. 

For axampla, tha difficultias axpariancad by Naw England banka contributed to a "cradit 
crunch" for amaU and madium-aizad buainasaas. Thaaa problama wara discussad at FOMC 
maatinga and halpad ahapa policy. It would not hava baan poaalbia to convay tha sariouanaas of 
tha banking problama In Naw England, tha potantlai for raducad cradit availability and Its impact 
on tha economy aa a whola without rafaranca to individual borrowers and lenders. Yet to make 
auch information public would have violated confidences; indeed, much information would never 
have bean volunteered and our understanding of the problema would have suffered greatly. 
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Again, trade-offs ara invdvad: the mora spocific ara tha raferancas in tha racord of FOMC 
dalibarations, tha longar would ba tha tima lag raquirad bafora disdosura, if accasa to valuabto 
but confidantiai information on indh/idual companias is to ba maintainad and uaad. 

Sacond, much of tha discussion and aconomic information disdoaad in FOMC ntaatings 
partains to tha valuation of assats pricad continuously in world financial markats. Fhictuatfons In 
assat vaiuas can hava a significant impact on tha jobs of worlcare and on tha incomas of 
invastora. PubHc disclosura of praKminary and axploratory FOMC diacusslons could ganarata 
unintandad valua changas that could load to harmful raactions and unnacassary volatility in tha 
aconomy. 

In summary, tha ultimata objactiva of monatary policy is to promota tha highast standard 
of IKmig possibia for Amaricans. Tha policymalcing procass should ba as opan as It can ba, 
without diminishing our ability to achiava that objactiva. 

In ragard to tha thraa spacific quastions you posad, I ganarally taica rough, handwrittan 
notas at FOMC maatings; thasa ara subsaquantly kapt in a lockad drawar. Any notas takan by 
tha sanior aconomist accompanying ma ara also kapt sacuraly or disposad of according to 
procaduras govaming confidantiai documants. Excapt for tha Sacratary's maintananca of 
Committaa racords, I hava no diract information about how othars may kaap notas. f hava no 
information about indhriduals imparting information about FOMC maatings bafora official ralaaaa. 
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STATBHBNT OP MOtK J. SCHWARTZ ON OCTOBBR 19, 1993 

AT HOUSE BANKING CO»MITTBE HBARIMOS ON 

THB PSDBRAL RBSBRVB SYSTEM ACCOUNTABILITY ACT OP 1993 HR28 

I am here to conment on t%fo provisions in section 4 of HR 28 relating to 
prompt public disclosure of Pederal Open Market Committee (FOMC) meetings. 

One provision would require the Pederal Reserve to videotape and 
transcribe POMC meetings and to make the videotape and transcription public 
within 60 days after a meeting. Another provision t#ould require the Pederal 
Reserve to make public within a %ireek of an POMC meeting the Domestic Policy 
Directive voted upon and issued to the Trading Desk after each POMC meeting. 
Provialon on Hinutes and Their Diaclosure 

Let me first discxiss the provision regarding the maintenance of detailed 
records of Pederal Open Market Committee deliberations and their public 
disclosure . 

To gain some perspective on this provision it is helpful to trace 
historical developments on the availability to the public of information on 
the Pederal Reserve's conduct of monetary policy through its purchases and 
sales of open market securities. Three sxobperiods may be diatlnguished on this 
matter in the Pederal Reserve's history: (1) the period before 1936; (2) the 
period from 1936 through March 1975; (3) the period since March 1975. 

(1) In the period before 1936, abbreviated minutes of open market 
committee meetings beginning 1922 were maintained but restricted to internal 
use. Information on the Pederal Reserve's activities is, however, available in 
two sotirces: the Library of Congress for the diaries of Charles Hamlin, a 
member of the Pederal Reserve Board from 1914 to 1936, and Columbia University 
for the papers of Qeorge Harrison, a governor and then president of the New 
YorK Ped from 1928 to 1940. 
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awftlin r«cord»d his obs^rvatioos on the Yiei« of iaportanfe Federal 
Reserve persozialities and the prassture of aveuts oa tba decialoaa raachad by 
the 3oard. Tha Barrisoa Papars coatain a waalth of docoBsnfcaxy avidMoca 
:^cludiag tha minutas of opaa aarkat coaadttaa aaatiiisa, n^^4^^T 
ctsz-r^s^cna^m^cK. maaoranda axchangad in ca nn ac t ion with th oaa asarliiiji. nixxutas 
of aeetixigs of tha board of diractors of the Sew Tock Md at ahxch Syatam 
policy was analyzed, and a frill record of Barriaon's convarsaltiana with 
leading figures in tha Syatea. 

(2) In tha period froa March 153€ through iterdh I97C datailad aimrtaa or 
memoranda of discussion ware prepared for each FOHC a aat oag. Qafora I9€5 thasa 
records were held to be confidaitial dcoaaurts. In 13€A tha FQHC adopted a 
policy to release minutes of each aeeting bald through 13SQ and for tha 
release of ninutes for subsaqumt aeetxngs wxth a f^va-yaar lag after tha 
calendar year in which iiinutes were taken. 

T!ms acti.an by the FQHC was a responsa to C .",nga:e«m'; , an a l . ':aqyianfn in. the 
early I3€:s for FGMC minutas and tha publ::.cati2xx in 1563 of ffi TltttlfY ffil*r7rY 
tz ".i Tj^^ed =tLn:ea iJ-gT-ia^g of which Jtlton Frs.ii-'—n and t aca co-authors. 
'While zhm beck was in draft, we sought but ware danxad iir.rssii ta dha axnutaa 
cf ^jia ?CMC by zjsm Federal Sasarve at that time. «a had to anhaciCuca tha 
Hasli:: 'diaries ajcd garrison Papars for tba period thay cowcad. By 19C«« 
-ras^-^c :.ts refusal two years earlier to let us saa Tiiiraa of aaacanQS. tha 
7C»¥: a^parectly dacidad that disclosure of the m:nur(m af^ac a fi w a y aa r lag 
•yzmt^ zc "nr^m^ to tha Pad. 

I. Zs. 9tey ifT^ the FQHC announced that after tha Starch US-US aaafting. 
-QMcracda cf ^Tw-;aa;<ai would ba dismnt'-nu'd. and tha ^nana of iad mrtti a T 
pamiciganrs tTpreaaart ac FQHC aasr ' iiijiii w o< i ld no Tnnqar ha dooaancad. Tha 
apparently wsa inspired by tha adoption of tha 
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3 
Information Act and the Sunshine Act that mada it difficult for the Federal 
Reserve to maintain confidential and secret information. The March 1975 
meeting of the FOMC is the last one to date of tchich minutes have baen made 
public. 

I favor reinstatement by the FCMC of its former practice of maintaining 
detailed minutes of its meetings and publication of the record after a fixed 
period of time to protect the Federal Reserve against premature disclosure of 
ongoing unsettled issues. The record should be verbatim. A videotape is 
neither essential or desirable. The record should be verbatim subject to 
correction within a brief period by the participants for inadvertently 
misspeaking. If the Federal Reserve regards 60 days as too short a delay for 
publication* I would not object to lengthening the delay to one year. 

Absence of the minutes of meetings since March 1975 has deprived 
scholars of information on the formation of monetary policy and limits, 
research. I am familiar with a recent proposal by a %irell-known scholar to 
study Federal Reserve performance in recent decades. That scholar intends to 
resort to interviews with former Federal Reserve officials as a substitute for 
the unavailable minutes since 1975. The better course would be for the Federal 
Reserve to publish whatever documentation it has maintained for each meeting 
in the period since 1976. 

pygyjiSign on tht Pirttrtivi tad lu Piffgl<?gwrt 

Let me now discuss the question of the appropriate length of delay of 
the release of the FOMC Domestic Policy Directive. Current practice, which 
began in 1976, is for directives to be released after financial markets close 
on the Friday after the subsequent FOMC meeting. This is a lag of 
approximately 45 days after the meeting at which the directive was adopted and 
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after anotter direct Ive has b«en adopted. The directive that is released is 
always an outdated one. 

The position of the Federal Reserve is that early release would ham its 
ability to conduct monetary policy and the goverzunent's comnercial interests. 
It has asserted that prompt release of the directive would have an 
announcement effect on financial markets. Market particixwnts would hasten to 
realize gains in anticipation of the FCMC's purchases or sales of se^iurities 
that t«ould lead to sxabstantial additional costs for the government's debt 
financing. The Federal Reserve argument boils down to the claim that prompt 
release t«ould cause increased interest rate volatility that t«ould raise the 
average level of interest rates. Is there evidence to sxipport these claims? 

Although official release of the directive is delayed for approximately 
45 days, the Wall street Journal haa reported the contents of the directive 
within a week of each of 11 FONC meetings out of the 34 meetings that took 
place between March 1989 and May 1993. These are leaks that the newspaper 
attributes to "government officials" or "people familiar with the Fed's 
deliberations." The newspaper stories correspond closely with the FOMC 
directives that were later published. 

Professor Michael T. Belongia of the university of Mississippi and his 
co-author Kevin Kliesen have analyzed the 11 leaks as if they represented 
immediate release of the directive. The authors examine changes in the 
Treasury bill rate on each of five days before and five days after the WtU 
street Journal story appeared to see if the T-bill rate changes support the 
Federal Reserve's argument that the early release of the content of the 
directive would be associated with increased volatility in short-term interest 
rates. They find that any such effect was negligible even when the directive 
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contradicted expectations based on current markec ratea. ^4oreov•r, aven if 
there were large responses of interest rates to each of the 34 di recti vea 
since 1989 on the assumption that they contained news different from axisting 
market expectations, the increase in variance was numerically small. Belongia 
and Kliesen also raise doubts that increased volatility of the limited 
magnitude they find around the dates of leaks would raise the average level of 
interest rates on all other days. 

I reach two conclusions. One is that the Fed would be better advised to 
release the directive promptly instead of selectively leaking its content. 
Market participants scrutinize every scrap of information on prospective 
Federal Reserve actions. The market will perform better if the scrutiny la 
based on the actual directive, however delphic its content, rather than on 
rumors and conjectures about the directive. It is hard to accept the view r.har. 
markets perform better the less information they have. 

My second conclusion is that the Fed is needlessly concerned about nha 
supposed disturbing effects of prompt release of the directive on volattlir./ 
and the level of interest rates. 

If FOMC meetings were held on Thursday and Friday and participants had 
an opportunity over the %#eekend to review the verbatim record to correct 
instances in which they misspoke, the Fed could then release the domescxc 
policy directive on Sunday night. 

Finally, let me say that these bearings are devoted to peripheral 
aspects of Federal Keserve operations. The hearings do not touch on the 
substantive questions: Mhat are the Fed's objectives? How effective are the 
operating procedures it follows to achieve its objectives? 



Digitized by 



Google 



214 



Statement Prepared by A. James Meigs 

for Hearings before the 

Committee on Banking, Finance and Urban Affairs, 

U. S. House of Representatives 

October 19, 1993 

Mr. Chairman and Members of the Committee: It is an honor for me to 
appear before you to express my views on producing, maintaining, and 
publishing records of the proceedings and policy decisions of the Federal 
Open Market Committee. I am familiar with these materials because I used 
them for many years as crucial sources of information for my work in three 
major capacities: 

1. As an economist with the Federal Reserve Bank of St. Louis, 1953- 

1961, where I helped to provide analytical support for the President 
of the Bank in preparing for his meetings with the Federal Open 
Market Committee and in interpreting the discussions and policy 
decisions afterwards. 

2. As a researcher, writing and lecturing on money and banking, 

monetary policy, and world financial markets. 

3. As an economist or consultant for banks, securities firms, savings 

and loan associations, and other institutions. One of my main 
problems always was, and still is, how to figure out what 
the Federal Reserve did in the past, is doing right now, and might do 
In the future. 

I have had no experience in the oversight role implied by the 
Congress's power "to coin Money, [and] regulate the Value thereof," in 
Article I, Section 8, Clause 5, of the U. 5. Constitution. However, I plan to 
make some recommendations concerning the Federal Open Market Committee 
Policy Record, the Memoranda of Discussion, and the Federal Reserve's 
policy mandate that I believe would be useful to this Committee and the 
Congress in providing oversight. 

Recommendations 

1. The Federal Reserve should publish the Policy Record of the Federal 
Open Market Committee within one or two days after each meeting 
of the Committee. The Policy Record should clearly state any 
changes in policy and the reasons for the changes. 
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2. The FOMC Should resume the practice discontinued in 1976 of having 

the Committee Secretary prepare a Memorandum of Discussion for 
each meeting (the minutes). The Memorandum should summarize the 
statements of each member of the Committee, each non-voting 
Reserve Banic President (or alternate) attending the meeting, and 
each member of the Committee Staff or Board Staff who presents 
information or recommendations during the Committee discussion. 
The Memorandum of Discussion should be released to the public 
after one year. 

3. The Congress should provide a clear mandate for the Federal Reserve 

to pursue a stable price level for the U. S. economy; i.e. to regulate 
the value of money. This Banlcing Committee then could concentrate 
on holding the Federal Reserve accountable for how it carries out 
that delegated responsibility. . 

in the rest of this statement I plan to explain some of the reasons for 
the recommendations and to try to meet objections that you and the Federal 
Reserve might raise. I believe that adopting these recommendations would 
benefit all the classes of information users I mentioned above, including the 
Federal Reserve itself and the Congress. 

The Pol icy Record 

At the end of my statement for hearings of this Committee on 
September 1 1, 1973, 1 said: 

My one additional suggestion is to eliminate the secrecy that now 
cloaks the processes and decisions of the Board of Governors and the 
Open Market Committee. I see no reason why Policy Directives of the 
Open Market Committee should not be publicly announced immediately 
after each meeting of the Committee, preferably with a discussion of 
the reasons for policy decisions. Ending the secrecy would not only 
facilitate the monitoring of System actions by the President and the 
Congress, but it would greatly reduce uncertainty among the general 
public. > 

At the time I wrote that, I was advising clients in securities firms 
and commercial banks. My inability to provide them with more nearly 
current information on Federal Reserve policies was extremely frustrating. 
Now, twenty years later, I am even more firmly convinced that the Policy 
Record should be released immediately after each meeting. 



Digitized by 



Google 



216 



Participants in U. 5. and world financial marlcets are as skittish as 
gazelles drinking from a river infested with crocodiles. Over the last 
twenty years they have invested vast resources in equipment and techniques 
designed to shorten the time they need to react to new information about 
economic policies and prospects. Securities firms and banks hire experts, 
some of whom are former Federal Reserve officers, to analyze every scrap 
of information they can pry out of Federal Reserve reports or the remarks of 
Federal Reserve officials. They especially would like to know what the FOMC 
decides about policy at each meeting and what circumstances might lead to 
a change at a future meeting or in the period between meetings. The 
slightest hint of a change in U. 5. monetary policy can affect securities 
prices and exchange rates around the world within minutes. 

These well known facts about financial markets' sensitivity to 
changes in Federal Reserve policy have been used in arguing for delay in 
releasing the Policy Record in order to avoid destabilizing financial 
markets. I believe to the contrary that the effects of reducing the delay in 
releasing the Policy Record would be in the other direction. Immediate or 
early release would exert a stabilizing influence on financial markets by 
reducing uncertainty. That does not necessarily mean the markets would not 
Jump when a new issue of the Policy Record announces a policy change. 
People with their own or clients' money at risk adjust quickly to any 
announced or suspected policy change. 

Market Jumps in reaction to early Policy Record releases might 
embarrass policy makers, especially when interest rates or exchange rates 
shift in an unpopular direction. But the markets would be more likely to 
jump in a direction that would be consistent with Federal Reserve policy 
objectives than when the markets react to rumors, leaks, innuendo, or 
conjectures which later prove to be unfounded. It would be better to provide 
the markets with the truth — whether potentially disturbing or not — and 
let them sort it out. 

Early release of the Policy Record would have the further virtue of 
leveling the playing field. Some market players now are believed to have 
better access to information on Federal Reserve policy than others do. This 
perceived inequality of access obviously can lead to hard feelings or worse 
when some institutions believe competitors receive valuable information 
from Federal Reserve sources sooner than they do. The Policy Record should 
be thrown on the table for everybody at once as soon as the facts are in, like 
a crop report. 
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The Memoranda of Discussion 

The Policy Record is useful as a way to keep financial markets and 
the general public informed on current Federal Reserve policy and cfanges in 
policy. It would be even more useful if it were released immediately after 
each meeting. But it does not now provide enough detail on the dtscussrons 
preceding policy decisions to enable analysts to determine how decisions 
are made and how the FOMC members react to various kinds of information. 
Contributions of non-voting members are not identified. Recording votes at 
the end of a meeting does not reveal how the committee members dtstill 
their technical advice and masses of information into decistons for acticn. 

The Memoranda of Discussion that were dtscontrnued rn 1976 prjvT/jffi 
fascinating insights into FOMC policy making procedures, arthougn wTcn an 
intolerably long delay. A new series of minutes or Memorawia of Oisajssidr. 
released with less delay, would be extremely useful to future pone/ 
makers, researchers, and market practitioners. 

Chairman Arthur Bums told the Subcommittee on Oom«strc ^mn^jr^ 
Policy In 1977 that he tho»igr»t a bill to require the FOMC tn rrmrfjaKr 
detailed minutes and to ptjtiTsh t%em after three years was 'cJ«ry 
motivated by a corcem for t^e rterests of scf^olars and cc«rs ••r Tay 
have occaston tc c3c •••stcr^ca' 'esearcr *'- V¥i zr^z c' '^crerBr/ zc' c^ '^ 
Numerous ot?«r ^eseanTve^ 3r<: ' ^«: wetter* tc tr« 'bxrf:rr'^J^ -ar 
Domestic Monetar/ s>o'^cy tc enress varo'is degrees rf drgj"T -jnr 77m: 
the Menvjr <f yi <8 0' C^scjss-or 3 

Chai^-Tar 5ir^ zyoiO^ tngt tn»e niew)/ ^ey*:se^ anc eicaroK ^ c* 
Recorc -!toes net jrese^/e s * stcr^^t^' ^eccrt as *ta -ec as rsat crrjzniK 
in tfte ear'-*- •lei-wrarca sf D^scjss'cr ' However^ C^gr-'a" 5'r^ save, ' tr 
tne absence 31^ eacress statxry pr^tect^x ajansit pr^'^^jre o*K:'iW»re o' 
tne merr«randLr, we irx*^.^ 'ee' cani:>e'^ tc gcject tc a ;r^«»sa" 'tr 
retimris tr tJ« pract -ce :)^ f.eepi-^ exte^sw V ^-^ ■ '-^ tnnutes ^ ^^yt: 
meetirtgs • ^isretary 3c^:a^ e/ -oent V >^e^ '^^ 3^- e^'ect^^^e ntrwt yxw 
in those ^ays, -J. p 9455, w^.*.c^ w^'V^ na^e 'WJ>'^ ♦leeping ar«J put>f >9hms 
FOMC tr njtes, -Tev^ 'ox.^ ns way tc t^e Pnej^r^ent' s <*esic ^^ signature 

for scx^ia^ tt rrtj" pi^r. C'^i'i^ra' 9/^*5 ^'\ffAfC^^J^ iT«re jrnjwrtant 
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interpret, explain, and carry out monetary policy. For example, at the 
Federal Reserve Bank of St. Louis, we were not limited by the five-year 
delay In releasing the minutes to the public. We used the draft minutes of 
each meeting to help our President prepare for the next meeting. The 
economist who accompanied the President to FOMC meetings seldom could 
tal<e enough notes to tell the rest of us who said what and why In a meeting 
of 12 Reserve Banl< Presidents, 7 Board Members, and several staff advisors. 
We searched back Issues of the minutes for references to points of view 
that might not have seemed important at the time but became more 
significant later Hearings of the Subcommittee on Domestic Monetary 
Policy in 1977 reported that several former FOMC members said they found 
the minutes useful.^ 

The point of this anecdote Is that Federal Reserve views on how 
monetary policy should be formulated and carried out were evolving then at 
a rapid rate, as they must still be evolving now. There was no clear manual 
of procedure for dealing with a menu of policy problems. The FOMC was 
adapting to changing economic conditions, changing financial institutions, 
and changing doctrines In monetary economics. Because the membership of 
the Committee was continually changing, the FOMC needed an Institutional 
memory to organize and to preserve this learning experience for future 
generations of policy makers. 

The Memoranda of Discussion provided a fine vehicle and repository 
for the FOMC Institutional memory. The Memorandum for each meeting 
recorded the discussion, was reviewed by the participants to guard against 
errors In transcription or wording, and was locked up In final form for 
posterity at the next meeting, usually one month later. Years of such a 
record of experience are now lacking, never to be retrieved. 

The significance of keeping a consistent, comprehensive set of 
minutes of the meetings was brought home to me when I tried to write 
about an episode in FOMC history about 1 5 years after it had occurred.' I 
thought the infra-committee policy discussions of 1959 and I960 were 
engraved on my brain, because they had provided an unusually clear contrast 
between opposing views of how the Committee should tell the Open Market 
Manager what to do. They seemed almost a laboratory demonstration of how 
imprecisely framed instructions could produce results the Committee had 
not intended. But when I checked the minutes I found I was off by months In 
my chronology. I had forgotten some significant contributions from people in 
addition to those I remembered as playing the leading roles. This experience 
convinced me that an inside observer's memory of such complex discussions 
can not be be trusted fully. Not even my own. 
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Keeping and publishing detailed minutes of FOnc meetings would help 
to answer three overriding questions: 

1 . How do members of the Federal Open Market Committee leam to 
exercise the awesome powers delegated to them? 

2. How does a corporate body made up of ever-changing individual 
members remember and employ what It leams from Its mistakes and 
successes? 

3. How can the government that delegated those powers oversee the 
performance of their stewards? 

Former Reserve Board Member and Vice Chairman J. L. Robertson 
summed up these Issues in a letter to the Chairman of the Subcommittee on 
Domestic Monetary Policy In 1976: 

In my view, the formulation of monetary policy by the Open Market 
Committee is one of the most important factors influencing the 
economy. Hence it should be mandatory that there be kept a detailed 
record (to be made available to Congress and the public after a lapse of 
appropriate time) ... 

If minutes of the meetings are not kept and eventually made 
available, there would be no possible way for the Congress or members 
of the public to appraise the contribution of any member of the 
Committee to the formulation of monetary policy. Such appraisals are 
essential to any study of how to improve the system . . . ^ 

Governor Robertson also answered the question of whether knowing 
they were on public record would inhibit members' willingness to speak 
frankly in FOMC meetings. He said, "Men competent to serve in these 
positions should be willing and anxious to stand on their records and be held 
responsible for the way in which they play their respective roles." 

The men and women who serve on the FOMC today and those who will 
serve In the future should not be reluctant to go on record. Each will be 
backed up by some of the most competent economists in the world. Each one 
will already have won distinction as a responsible professional in some 
capacity before joining the Committee. I would suggest that any committee 
member who Is afraid his or her statements might not stand up to the tests 
of time or outside view should either put more thought into the statements 
or seek a less demanding line of work. 
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A Mandate for the Federal Reserve 

When considering the use of the minutes and other information from 
the Federal Reserve for establishing accountability, one must ask: 
Accountability for what? Most treatises on responsibility and 
accountability in business, government, and the military stress the need for 
a clear statement of the responsibility or mission for which an individual or 
an organization can be held accountable. Such a statement or mandate Is 
lacl<lng here. After 200 years of constitutional history we still have not 
clearly decided what the mandate for control of the money power is or 
where it resides. 

The Federal Reserve System and most other central banks pursue 
multiple objectives at the same time ~ economic growth, employment, 
price stability, interest rates, and exchange rates. Experience of many years 
and many countries demonstrates that it is impossible to achieve all of the 
objectives set by central banks and governments simultaneously. In 
operating and in reporting to their governments and the public. It Is 
agonizingly difficult for the central banks to decide which objective or 
objectives to stress. Consequently, there is an inflationary bias In monetary 
policies of many countries that is extremely difficult to counteract. 

Most important, there is no simple tradeoff that would permit central 
banks and governments to achieve higher real economic growth by tolerating 
more Inflation. Instead, a stable price level would provide the best possible 
foundation for maximizing opportunities for Increasing employment and 
real incomes. 

This Congress could cut the knot by instructing the Federal Reserve to 
maintain a stable price level ~ zero inflation — to regulate the value of 
money. That is, the Congress could tell the Federal Reserve to do something 
it can do and that would have a tangible, measurable result. The Federal 
Reserve could then concentrate on learning how to do that, and doing It The 
Congress could hold the Federal Reserve accountable for carrying out that 
responsibility. The Congress could and should examine all Information 
coming from the FOMC, Including the Memoranda of Discussion and the Policy 
Record, to assure itself and the public that the value of money is well 
regulated. The voters ultimately would hold both of these bodies 
accountable for the results. 
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^ A. James Meigs, Statement prepared for Hearings before the Committee on 
Banking and Currency, House of Representatives, Ninety-Third Congress, 
Part I, September 10, 11, 12, 13, and 14, 1973, p 261. 
^Statement of Arthur F. Bums, Chairman, Board of Governors of the Federal 
Reserve System, in Hearings before the Subcommittee on Domestic Monetary 
Policy of the Committee on Banking, Finance and Urban Affairs, Ninety-Fifth 
Congress. First Session, on H.R. 9465 and H.R. 9589. October 27. 28; 
November 17, 1977. p. 56. 

^These letters were published in Appendix Hi. Compilation of OplnlocYS 
Received From Prominent Business Leaders and Economic Professors on KR 
9465 and KR. 9589, in Hearings before the Subcommittee on Domestic 
Monetary Policy of the Committee on Banking, Finance and Urban Affairs, 
House of Representatives, Ninety-Fifth Congress, First Session on KR. 9465 
and H.R. 8589, October 27, 28; November 17, 1977, pp. 187-312 
^Among former members of the FOMC who cited the usefulness of the 
minutes were Jeffrey M Bucher, J. Dewey Daane, Sherman J. Malsel, and J. L 
Robertson. See Appendix 111. Compilation of Opinions, Hearings before the 
Subcommittee on Domestic Monetary Policy, October 27, 28; November 17, 
1977, pp. 187-312. 

5a. James Meigs, "Campaigning for Monetary Reform: The Federal Reserve 
Bank of St. Louis in 1959 and 1 960. Journal of Monetary FronnfTHr<; ( 1 Q7fi) 
439-«3. 

6j. L Robertson, letter to Stephen L Neal, October 1, 1976. Published in 
Appendix ill. Compilation of Opinions, Hearings before the Subcommittee on 
Domestic Monetary Policy, October 27, 28; November 17, 1977, p. 245. 
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Fixed Income Management Group Inc. 



Tuesday, October 19, 1993. 



Statement of Robert Craven to the CqBBJttM fin Banking Finance adA 
Urban Affairs . U.S. House of Representatives. 

Hearings on HR28. 



I have been invited by Chairman Gonzalez to testify on the iiqpact 
of Federal Reserve leaks on the financial markets. I would like to 
expand my comments to include what I feel to be a general lack of 
Central Bank control over members' use of the media. I would also 
suggest that procedure be improved on dissemination of Fed policy. 

1) Leaks of the outcome of FOMC deliberations cause turmoil and 
extreme volatility in the financial markets. As a result, a 
premium of uncertainty is built into interest rates. The immediate 
burden is carried by the United States taxpayer because of higher 
average Treasury borrowing costs. Higher costs are also associated 
with private debt offerings. Two recent leaks will serve as 
examples . 

2) Change is needed in procedure surrounding the release of the 
FOMC vote. Release should immediately follow deliberations. I 
would suggest that policy not be changed until the next scheduled 
meeting. 

3) Under the Greenspan Fed, some policy makers use the media to 
air their o%m vie%rpoints, even if at odds with current Fed policy 
(FOMC vote) . Some policy makers seem to be intent on selling 
themselves through the media. Secondly, general commentary is often 
ill-informed and reckless. Such commentary de*stabilizes the 
financial markets just as much as "leaks**. This loose canon 
approach must be stopped. Although Chairman Greenspan pledged to 
stop leaks relating to FOMC deliberations (after some urging by 
this Committee) he also must enforce a measure of discipline on 
policy makers* general use of the media. 
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1) ThA iMk of 5/21/92, carrlttd on pagM A2 and C20 of the WSJ . 
began, "Paderal Reserve policy eakere decided this week (5/19) 
aqai n et any i—artiate cut in short-tera rates, people faaillar with 
tbe Pad's deliberations said*. The Asia edition of this paper 
carried tbe story while tbe U.S. was sleeping and prices dropped 
overnight (interest rates up) on Euro and U.S. Treasury debt, which 
is traded on a 24 hours basis. Short rates jusped another 15 to 25 
basis points (1/4 of 1%) early in the U.S. trading day. Bond 
yields, whic^ had closed on 5/20 at 7.77%, closed 5/21 at 7.86%. 
One year treasury bill rates, whi^ averaged 4.07% on 5/20, 
averaged 4.24% on 5/21. Had year bills been auctioned on 5/21 the 
higher .discount would have cost the U.S. taxpayer an additional 
$24,000,000 (17bp on an average site of 14Bln) due to this leak 
induced spike in rates. It was pure luck that the $10 bin 30 year 
issue auctioned 5/7 was not auctioned on 5/21. As David Jones 
stated in his book. Politics fi£ HQQfiy, Ibft ZfiSl Under Alan 
fiCSfiDSBADf when referring to the tursoil from what is )uiown as the 
Thanksgiving Day fiasco, 11/22/89: "The uncertainty almost 
certainly was reflected in higher average Treasury borrowing costs 
in tbe period iseediately following the Thanksgiving fiasco, than 
otherwise would have been the case*. The Thanksgiving fiasco was 
not a leak but a case of a Fed siscue (a cossunication problem) in 
tbeir open sarket operations, and irresponsible MSJ reporting, that 
led the sarket to believe the Fed had eased. The difference is that 
tbe Thanksgiving Day fiasco was an honest Fed mistake; leaks are 
not. The end result, whether leak, or Fed miscue, is the same: 
extreme and unnecessary market volatility and ultimately higher 
costs to the taxpayer. 

The leak of 5/24/93, was first carried on page A2 on the MSJ. It 
began, "Federal Reserve officials voted to lean toward higher 
short-term rates at their closed-door meeting last week (5/18) 
people familiar with the Fed*s deliberations said". The markets had 
already taken a nose dive on 5/21 when the minutes of the March 
meeting were released. On that day rates on short term debt jumped 
10 to 15 basis points, and bonds, after fluctuating wildly, closed 
1/2 point lower. The 5/24 story was carried first in the Asia 
edition of the MSJ so that U.S. markets faced losses on inventories 
of US debt first thing Monday morning. Approximately 12 bin six 
month bills were auctioned on 5/24 at an average rate of 3.19%, vs 
3.10% on 5/17, for an added annual cost of some $11 million. This 
leak was followed by a 5/27 CNBC story, placed by a Fed source, 
which gave an actual trigger for tightening. More violence in the 
market place. Rates, which had recovered somewhat from the 5/24 
leak, fluctuated wildly. Again, pure luck that other scheduled 
U.S. Treasury debt did not come on these days, yet private debt 
undoubtedly did. Had the 30 year U.S. bond issue which was 
auctioned on 5/13 been auctioned on 5/21 or 5/24, the leak could 
have cost the taxpayer anywhere from .05 to .15 of 1% on the issue 
size of $8.26 bin, or from $4 to $12 million annually for 30 years. 
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The Fed likely never ever Intended to tighten, but Instead planted 
the 5/24 sessage In the sedla as a way of conninlcatlng their vlev. 
This Is not acceptable behavior. On 7/6, speaking of this leak to 
Market News Service . David Resler, chief economist to Nomura 
Securities In NY, stated: "To select particular news organizations 
to divulge the contents of the meeting. Is criminal and absolutely 
Immoral". "The offending members should be subject to Incredibly 
severe penalties. Including being expelled from the Fed Res system, 
at a minimum." In light of the Fed's leak to the }SS1, "they might 
as well o%m Dow Jones stock". 

2) The so-called "minutes" of the deliberations of the FOMC are 
not actually a complete record of the meeting. This practice was 
stopped by Arthur Burns. The "minutes" are a summary of the 
deliberations. The minutes should be Issued In complete form, but 
It Is not critical they be released Immediately In their entirety. 
It Is the directive to the NY Fed which should be released 
Immediately, or the next weekday, during U.S. market hours. For 
example, the "minutes" for the meeting of 8/17 go on for some 14 
pages and then leading Into the directive: "At the conclusion of 
the meeting, the Federal Reserve Bank of NY was authorized and 
directed, until Instructed otherwise by the Committee, to execute 
transactions In the System account In accordance with the following 
domestic policy directive:" The directive Is brief, giving reasons 
for the consensus, action to be taken, and the vote. The release 
should be by the way of a press statement following every meeting. 
This would do nothing to Impinge on Fed Independence. Nllton 
Friedman has been a frequent proponent of Immediate release. "The 
whole thing (delay) Is absurd and unnecessary", he said In a recent 
Interview. In a discussion with Dr. Friedman 10/13 he supports our 
view and also the notion of a treekday release. In the words of a 
past Fed President, "Tell us If the economy Is hot, cold, or In 
between and If the directive Is to firm, ease or do nothing, and 
that's It until the next meeting". 

Chairman Greenspan's response to this argument, as given to 
Representative Neal In 1989, and repeated many times since. Is that 
such disclosure would Increase market volatility when decisions 
didn't match market expectations. There would Indeed be movement 
on release day, but this Is preferable to the present system which, 
as we have seen by previous example. Instills fear and volatility 
In the market on a week to week basis. 

There Is another problem surrounding the deliberations and the 
directive: Inter-meetlng policy changes. Such changes should be 
eliminated. The Fed often changes policy just after an economic 
release, often the non-farm payroll number. They deny that any one 
number can trigger a policy change and have said that they monitor 
a whole range of Indicators. The last three years of evidence 
suggest otherwise. This again creates unnecessary market 



100 California Street, Suite 1245 . San Francisco, California 94111 . Phone (415) 956-3994 . Fax (415) 956-9151 



Digitized by 



Google 



225 



m 



MMimamimmm 



volatility surrounding individual reports as investors try to gauge 
the Fed's response. To add to the confusion, many of the reports 
released by Comerce or BLS are revised by a large margin, 
soaetises aore than once. Further, inter-aeeting changes lead to 
confusion over daily Fed operations (Thanksgiving day fiasco) . 

3) The Greenspan Fed is a more denocratic institution than that 
under Paul Volker. On its face this is admirable. But as Martha 
Seeger said, in referring to the Fed, "Democracy is messier than 
dictatorship". As a result, during the period between FOMC 
deliberations, we hear more than ever before from individual policy 
makers. This is unfortunate. Policy makers' statements in the 
media are sometimes reckless, sometimes ill*advised, sometime pure 
cheer leading and sometimes likely politically motivated. All of 
this adds unnecessary volatility and confusion. 

In early Nay of 1992, at a Civil Rights Commission conference in 
Washington, a commissioner suggested to Gov Lindsey that US 
manufacturing was in decline. Governor Lindsey responded that 
manufacturing was "going like gangbusters" . On 5/13 Governor 
Lindsey was quoted by a news service as saying that "the economy is 
moving along quite well". (Just to add to the confusion, on the 
same day, Richard Syron, a voting member of the FOMC and President 
of the Boston Fed, was on the news saying that the "recovery could 
fall apart, but the chance of that was decreasing".) The markets 
sold off 5/13 as a result of what we feel was either cheer leading 
(an inappropriate use of the office) , or a total lack of knowledge 
of the real sector (Fed staff?) . Let's look at the economic facts 
preceding this statement. 

4/1 - NAPM - Slightly higher (54.1 vs 52.4) 

4/3 - Payroll - Up modestly but manufacturing payroll - do%m. 
A major surprise. A very weak number. Rates plummeted. 

4/14 - Retail sales - do%m (-.4 vs +1.3) 

4/15 - Industrial production - Up modestly (+.2 vs +.5) 

4/17 - Building permits - down. Starts - higher. 

4/23 - Durable orders - up modestly 

4/29 - New homes sales - Down 14.8%. 

4/30 - Factory orders - Up modestly 

5/1 - NAPN - Down (51.3 vs 54.1) 

5/5 - Auto sales - slow pace 

5/7 - Payroll - modest increase, with average hours and 
earnings lower. Interest rates dropped again as this # 
indicated distress in the labor market. 
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EconoBlc nuabers shoved an even slower econoay in June. District 
Fed surveys, housing starts, NAPM, aanufacturlng eaployaent, 
durable orders were all lower. Finally, the payroll maber on 7/2 
was shockingly weak, triggering another cut in both discolint rate 
and FF*s rate on that day. This Is **golng like gangbusters"? This 
is an economy "doing quite well"? He are not speaking about just 
one person's opinion (no natter how lll-lnforaed) but a policy 
■aker whose comentary is taken to reflect the view of the FOMC. 
If that's what he was doing, then we are all in deep trouble. If 
not, it was cheer leading and is an Inappropriate use of the office. 

Given such comnentary, we sight assuiie that Fed staffers are not up 
to par. According to Lyle Granley, foner research director at the 
Fed and foner Fed Governor, the major problem at the Fed has been 
poor staff support in recent years. "The Federal Reserve staff 
forecasts have been abominable", he said in an interview the week 
of 5/18/92. "They sat all during the summer of '91 and didn't see 
the weakness that was coming". Indeed, they have been dead wrong 
on growth for the last three years. The WSJ leak of 5/92 Indicated 
that staffers felt the labor situation was improving, that retail 
sales looked good, that housing starts would trend up and that lean 
inventories would soon lead to an increase in production. Wrong 
again and the Fed was forced to ease two more times that year. 
These folks need to t\irn off the main frame, step outside and sniff 
the air. (My wife's economic model consists of a car and a tank of 
gas. Her parking lot surveys proved superior to the Fed's model 
time and time again in noting consumer distress.) 

Early in the day of 5/14/92, Governor Lindsey was carried on one or 
more news services as saying that "growth of M2 will rebound", and 
will "bounce back". As is Fed procedure, the aggrsgatee are 
released every Thiirsday (5/14) at 4:30PM EST. Fed officials 
receive these figures before release but they are supposed to be 
under strict embargo. Here we have a Fed Governor spilling the 
beans pre-the scheduled announcement. This is absolutely 
unacceptable. It just so happened that the market was keyed to the 
5/14 release because Chairman Greenspan led the market to believe 
that M2 weakness was the reason for the ease of 4/9/92. In fact, 112 
was up $9.8bln, 5/14 as opposed to a drop of $9.7bln, 5/7. An 
almost precise "bounce back". This is another example of an 
inappropriate use of the office. 

The London Financial Times ran a story 10/9/92 which quoted a 
"senior Fed official". This official indicated that the Fed was on 
hold, not being concerned with the pace of growth. This source 
cited "relatively strong" car, truck and general retail salee. On 
this occasion Chairman Greenspan actually called a special news 
conference to distance himself (and presumably Fed policy) from 
this article. Too late. The harm was already done. Another leak out 
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of the cheap seats. Euros lost up to 30 ticks in the Borning of 
10/9 as rates juiiped higher. On 10/8, year bills averaged 3.06%.' 
On 10/9, 3.18%! Let us assuae that 10/9 was auction day. Twelve 
basis points (.12 of 1%) on an average size of $15 Bin is $18MN 
extra to the taxpayer (ignore the private borrower who nay have 
been unfortunate enough to have cose to market on 10/9) thanks to 
a lack of discipline at the Fed. 

As recently as 10/4 of this year Jerry Jordon, President of the 
Cleveland Fed and speaking before the Ohio Bankers Association, 
said that it is tine to treat state chartered aeaber institutions 
as clients rather than "captives**. Local bankers were mystified. 
No one has a problem with an overbearing Fsd, according to 
responses that day. Ohio bankers were ■*confused and irritated**. 
A Fsd staffer said, ^1 have no idea what he is talking about**. 
■*Jordon often says things that don*t reflect the opinion of the 
board**, said Ken Guenther, vp of the Independent Bankers assoc and 
a former assistant to Miller, Burns and Volker. ■*Jordan*s public 
utterances have annoyed other central banker policy makers and 
could be construed as an inappropriate use of his office**. (Jordan 
has been a suspect in past FOMC leaks.) 

On 10/8, Dept Treasury Sect Roger Altman criticized the NY Fed for 
comments by a senior official that were seen as critical of a 
statement by Clinton administration officials on the Yen/$ exchange 
rate. Margaret Green, a senior vice president at the NY Fed 
suggested ^at these comments may have been made because of 
■* inexperience**. **It is not unusual for someone to move into an 
economic policy job, having been in public service for so much of 
their career, and answer a question without having fully thought 
through the consequences. When new people get into new positions, 
they may make such comments without realizing that the rest of the 
world is looking at their comments as indicative of policy**. 
Exactly our point 1 

I feel that the majority of policy makers have not been guilty of 
these offenses and have the wisdom to keep it zipped between 
meetings. others do not. To quote again for the Jones book, 
**...some ambitious, new-breed Fed policy makers have, in 
competition with the Fed Chairman, begun to effectively use the 
media and public relations to sell themselves or their o%m ideas 
(perhaps in seeking recognition for future Administration 
appointments to the Fed Chairman *s job itself or other key 
government positions)**. **Through background press interviews and 
the infamous Washington *leak*, they can advance their own policy 
positions.** There must be a return to discipline at the Greenspan 
Fed. 
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November 8, 1993 

The Honorable Stephen L. Neal 
G>mmittee on Banking, Finance 

and Urban Affairs 
U.S. House of Representatives 
2129 Raybum House Office Building 
Washmgton, D.C. 20515-8050 

Dear Congressman: 

I was pleased to appear before the Committee on Banking, Fmance and Urban 

Affairs on October 19, 1993, and I appreciate the opportunity to respond to the two 

questions you posed during those hearings: 

1. *p>o] you agree that price stability is the best poliqr for ttie Fed?" 

2. *P>o] you think the Fed should be held accountable for achieving and 
maintaining that policy—via legislation?" 

My answer to both questions is yes— but with qualifications. I am on the 
record as fiEm)ring price stability as the objective of monetary policy. Nevertheless, 
I have two concerns about legislation that makes the Federal Reserve accountable for 
achieving this objective: 

1. If die Federal Reserve's period of accountability were made too short, 
monetary policy could become a destabilizing force. 
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2. If Federal budget policy were not changed to be consistent with a 
noninflationary environmeiit, uncertainty about the direction of future 
policy would be introduced into tfie markets. 

My published remarks (The Conference Board's Economic Times, September 
1992) convey my support for making price stability the objective of monetary policy, 
and in them I conchide 

that price stability should be ^ paramount objective of monetary policy. 
That conchision rests on three midn propositions: First, that ttie goal of 
economic policy is to achieve sustained prosperity. Second, that the principal 
contribution monetary policy can make to that goal is to establish price 
stability, since our economy does not work well in an inflationary environ- 
ment. And third, that inflation is ultimately a monetary phenomenon. 

I furdier indicate in those remarks that die debate about monetary policy 
centers on the second of the above propositions: 

Some maintain that die benefits of price stability are small and that most 
of diem can be obtained by suitable indexing of taxes, compensation, and 
credit agreements. This position is seriously fiawed, however, because 
comprehensive indexing is unlikely and at most wouM be a second-best 
substitute for price stability. 

A more serious intellectual challenge is posed by those who assert diat 
die goal should be a stable inflation rate radier dian price stability. The 
historical record argues against diis position in two ways: First, for 
whatever reasons, countries diat abandon price stability as a goal genmdly 
experience accelerating inflation, not a stable inflation. Second, comparisons 
across countries show that over the long term tower inflation rates are 
associated whh stronger growdi. 

Some worry that too rigid a commitment to price stability couM prevent 
the Federal Reserve from responding appropriately to ^shocks,' such as a 
sharp break in stock prices or other thjreats to die financial system. Not 
so— even laige injecttons of liquidity are compatible widi price stabiUty if 
they are temporary. 

A more substantial concern is die fbar diat the short-term pursuit of 
price stability will lead to tosses of employment and output, as suggested by 
the Phillips curve. If, however, the credibility of the Federal Reserve's 
commitment to price stability and its ability to attain die goal are high, 
expectations about wages, prices, and interest rales are likely to moderate 
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quiddy If ttie Federal Reserve's policies are credible, price stability can 

be attained at acceptably low cost. 

Widi all this support for price stability as die obijective for monetary poU^, 
wtiy, you might ask, do I have reservations about putting die objective explicitly into 
law and holding die Federal Reserve accountable for achieving it? A careful reading 
of my remarks suggests my two reservations. 

First, I am concerned about die lengdi of die time period over which the 
Federal Reserve is held accountable for achieving die objective. I stated diat 
"inflation is ultimately a monetary phenomenon." However, it is affected by many 
odier &ctors in the short run: e.g., business cycle phase, oil price shock, and bad 
weadier. Moreover, the best empirical research suggests changes in money affea 
prices after a considerable lag— upwards of two years. If the period of accountability 
were made too short, the Federal Reserve would be forced to move wildly widiin the 
period to offset shocks, and this could be destabilizing as the effects of die monetary 
policy moves amplify over time. If die period of accountability were made too loag, 
in effect, there would be no accountability. So, I see this as a diomy issue. 

Second, I am concerned about die coordination of monetary and budget 
policies. This relates to my statement diat *if die Federal Reserve's policies are 
credible, price stability can be attained at an acceptably kyw cost." If die Federal 
Reserve were to pursue price stability, budget policy would have to be made 
consistent widi diat pursuit A persistent deficit policy is noC consistent widi a 
nonaccommodating monetary policy: interest on die debt and die total amount of 
debt would continue to rise as proportions of total income. Were die two policies not 
consistent, die public would have to gueu how diey would be dunged to make tfiem 
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Itans, if bodfetpoiicy weie DOC ad^ned to a I 
more uiic wiling would be intfoduced into the nurtetplioe. It it wiiiindy dot tfK 
FDdenl Resenpo*! ciediiility as an inflMinn-fl^ilef oould be maintained weie budyi 
poBcy not to fsOow aniL 

liy aeoond icaenwtion ia not ao mucii a criticiim ai a icco mmciMUtlon I 
believe price mASBtf tboold be a goal of macroeoonomic policy, but I abo befieve 
both monelafy and bodfet polidea nuat punue thia foaL I hive endoaed our 1990 
OTBial fcpoctyHUcii deacribea one waj Ihia oould be done. 
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This year's essay proposes major changK in die fixieral bu(^ process. But w^ 
changes be considered now, ^^n just last £all a major rdbrm package was passed? 
V. V. Chari and Preston Miller argue diat die £all reforms profvide at best a tiansidon to 
a more balanced budget; even if die reforms work, many proUems will remain. The 
authors persuasivdy argue diat addressing those problems requires a more fundamen- 
tal reform of die buc^ piocess than die yi reforms provide. 

Some may questfon why the Federal Reserve, wiuch has responsibility for mon- 
etary pdk:% is addressing fiscal pobcy issues. My response is diat die two polkses are 
intertwined. Borsistent buc^ deficits and a rapklty growing federal debt increase die 
pressures on die Federal Reserve to foUow an inflationary polkry 

I expect some will also argue diat all this talk about die budget process is small 
potatoes when we know die real problem is pdH^makers' inadequate atten^ts to 
deal with die hard choice of hig^ taxes or major cuts in ^)endit>g. No one diq)utes 
this is a major part of die problem. This essay's coittributkxi is to show dearly diat die 
process also matters. Under die rule chariges proposed by Chari arid Millet; problenis 
wouU not be alfowed to accumulate arid be ficMsted on future geiieratk)ns; they woukl 
have to be resolved within a two-year balanced budget sparL 

Not only do they offer a treatment for the problem, but Chari and Miller also 
provide an analysis of its roots, showing diat a sound fi:amework for budget policy 
decisbns is currently lacking. They go on to pcovkle one, based on economk prin- 
c^les, for their proposed set of reforms. 

I hope this essay stirs discusskm on die nature of die budget pobcy proUem and 
on economk prirK^des diat shoukl be used to gukk die process. 





Gary R Stem 
Preadent 
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Playing by The Rules 

A Proposal fiDrFederid Budget Refiynn 



By Preston J. Millei; Vice President and Deffuty DhedorafUfemndh 
and V. V. Chari, Research Officer 



The federal budget mess just won't go awaji Despite the discipline of Giamm- 
Rudman-HoUings (GRH), die government is running ewer larger budget deficits, 
makii^ poor decisions and spending an inocdnue anaount of time on the process. 
In 1990 the budget deficit reached $220 billion. Thb yeai; after the torturous passage 
of a package of expenditure cuts and tax increases, it^ projected to exceed $300 bfl- 
lion. 'Vbt the original GRH deficit target for fiscal 1991 was zero. >^Ners are concerned; 
Congress is concerned; the administration is ooncemed. Although there is wide- 
spread agreement diat somediiiig is seriously wrong widi the budget process, there 
is less agreement about what should be done about it In response to this concern, 
many proposals for reform have been suggested. \bt they miss die mark: they fiul K> 
address die problems inherent in die bud^ process and are not based on sound 
econonuc princq>les. 

V(^ provkle a conceptual framework for budget poficy Based on this fianiework, 
we propose diat die fedend goveminent chaiige accountk^ practices, institute rules 
on debt issue and inqx)se e nfo rcemen t mechanisms. Our proposal will pioicfaice 
budgets diat are balanced over time in an appropriate radier dian an arfoittary sense. 
Our proposal also wOl help inform the deckion makers and die pubbc about dieir 
policy optkxis and die financial consequences of diose optfons. Of course, our pro- 
posal w31 not cure all die ills in die buc^ process. Hard diokres will sdD have to be 
made. 

But first a bit of history Soice die lale 1960s, die federal government has con- 
sistently run large deficits (Figure 1). These large deficits have led to a dramatic in- 
crease in the federal debt as a percentage of GNP in the 1980s (Figure 2). Interest 
payments to scrvkre diis debt have absorbed an increasing proportkm of our national 
product (Figure 3). 

The debilitating consequences of a growing federal debt are v«dl-known. Large 
interest payments leaiv us widi less to pay for education, hi^ways, natkinal defense 
and a variety of usefiil causes. A growing federal debt tends to raise interest rates and 
to increase pressure on die Federal Reserve System to foOow inflatkxiary pobcies. 
This litany of ills may be 6sniiliar, nonedidess, it is alarming. 

To make thk^ worse, even though total non-defense cqxnditures have been 
aUowed to grow at double-digit nates, too btde money has been aDocated for capital 
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projects, such as highways, airports and sewer systems. Federal capital spending in 
fiscal 1991 is projected to be nxighly 2.2 percent of GN^ down from 4.4 percent of 
GNP in the early 1960s. Construction expenditures, which are an important com- 
ponent of capital spending, have declined over die postwar period (Rgure 4). Surely 
we can do better than to leave our children dccsycd highways, crumbled bridges 
and antiquated sewer systems, widi litde or no ability to repair or replace any of diem 
because of the enormous tax bills coming due br services consumed before they 
were even bom. 

VC^ are not die first to offer solutions: The Gramm-Rudman-HollingsAa(GRH) WhyilWilMilMnw 
and the reforms of last £aU were attempts to respond to these problems. While these nyralMilaHf WhyMl 
attempts to reach a balanced budget are laudable, we think our proposal is bettei: itlyMptllfmhMli 
Specifically we propose diat die fedend government adopt die ic^lowing: 

■ Record transactions on an accrual basis and maintain separate operating and capital 

■ Require that the combined operating budget in the current and subsequent fiscal 
years be balanced, and establish overall Umks on optal spending, 

■ Institute enforcement mechanisms based on performance to ensure diat die rules 
are beirig followed, 

■ Set up rainy day fimds to meet contingencies. 

\fk would, of course, not be averse to an escape clause suspending die rules in 
die event of a war or national emergency But we think diat sudi suq)ension should 
require a sqxrmiQority of votes in Cong^nss and die assent of die president 

Why do we need these or any rules at aU? Why not rely on policy-makers to 
make good decisions? The problem is diat die policy-making process is fundamen- 
tally biased against die fimire. Without rules to constrain polk^ decisions, we will 
continue to have bad outcomes. So die question is not whedier to have rules, it is 
whkii rules to have. The current rules do not address die bias, nor are they based on 
sound economk princq>les. In die rest of die essaj^ we cxplban die bias in polk^- 
maldng, show that the current set of rules is inadequate and argue that our rules 
will yidd good outcomes. 

The Need for Fbiky Rules 

Our politk:al system encourages elected officials to adopt polknes that are biased 
against die future. They are biased, because they are not what voters kleally woukl 
Hke. \htexs tend to have a kxig-term view on pobcy issues. They care about die 
outcomes of pobcy decisions not only over their own lifetimes but over the life- 
times of their descendants. Elected officials, howevei; tend to adopt a short-term 
view on pobcy issues. 

But why shoukl diis be so? If voters coukl keep diemsdvcs fully informed, cfosely 
monitor dedskxis arid uiiderstand die effects of alternative policies, surdy they woukl 
force their elected officials to aa in the public^ interest >^Nas wxxikl boot out officials 
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vmo acted hsKuyotdtwop nsttuQoral amngements that setup proper nonttncs. 
But voiefs haw neither the Ability nor the incentive 10 get the ini^^ 
to do these diings. 

k is espedaDy diflkuk for voters to decide whether pohcy-makers are maldng wise 
chokxs on dedaons that win yield benefits or costs several years into die futin^ 
even dx)u^ voters care about the future, they wei^ currem results heavfly They 
lationany reward policy-niakers who maloe decisions yielding latge current benefits 
even if some of ihose dedsions kiqxise kexax costs, bi order to get redected, 
policy>makeis hawe incentives to make decisions that are systeniaticaDy biased against 
III the future. Thus, it is not espedaDyhelpfijI to aigue that if incumbent policy-n»kers 

were replaced, wiser policies would be diosen. The problem is that die system en- 
courages policy-makers to adopt the shortHerm view 

This bias results in decisions wd^ned toward current rather than future con- 
sumption. In particulai; these decisions mean too much deficit financing, too little 
M M. capiod investment and a proclivity to put off until tomorrow prefects vi^iich shouU 

be undertaken today The immediate benefit to elected officials is easily seen. Deficit 
financing shifb the tax burden for current consumptkxi into the fiiture. This aDows 
more consumption now bat less in die fimne as die taxes are pakL Less capital 
investment fires up resources and allows more consun^tion now, but since fewer 
resources have been invested, there is a smaller supply of goods available for future 
consumptkxi. Elected officials can also make more resources available for curreitt 
consumptkxi by putting off projects such as maintenance of the infiiastructure or 
cbsure of insoKent thrifts. But die problem is diat such actions leave fewer resources 
available in the future as the real costs of the necessary but delayed, expenditures 
escalate. 

This polk^-making bias against the fimire is not unique to the government, how- 
even Corporate stockhoklers £ace many of the same problems as voters in dedding 
v^rhether corporate managers are acting wisely Corporate nianagets aa on behalf of 
stockhoklers yet they have different interests. StockhoUers have incomi^ete knowl- 
edge about the managers* deciskxis and the consequences of the managers' actkxis. 
These are features of the so-called digem^ proMem. 

Furthermore, no single stockhoUer has much incentive to monitor management^ 
actKMis. Stockhokiings are typkrally di^)ersed among many indivkluds. Eadi stock- 
hokler has an incentive to let other soockhokkrs rnonitor the firm. As a resuk, typkaDy 
there is less monitoring of firms' actions than woukl occur if die soockhdders couki 
act joindy This is known as die free riderpwblem. 

Vscers also face die agency and fiee rider problem& h is difficuk to know die con- 
sequences of polk^-makers* actkxis and each voter has an incentive to 6ee ride on 
other voters. The agency and fiee rider problems can be midgaied but not endrdy 
soKed. If stockhoklers cannot endidy sohie these problems, certainly voters cannot 
be expected to solve diem comi^etdy either; since oonqxued to oorpotale decisions, 
government polk^ dedskxis are aimed at nxxe diverse objectives and the responsi- 
bility for them is more diffuse. 
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How soockholders attempt to manage the agency and free rider problems sug- 
gests ways voters migjit deal widi diem, diou^ Publicly traded corpocations, kx 
example, are required to adopt standard accounting practices (known as Generally 
Accepted Accounting Princq)les) to inhibit inaccurate pcesentation of information. 
Corporate charters also limit managements discretion. >X^ think these ideas can and 
should be used to design better policy procedures for the federal government. 
Corpotati(Mis also adopt a variety of other practices to align managers' and stock- 
hoklers' interests, incluc^ incentive contracts for managers, hostile takeovers and so 
on. It is not apparent how, or even whethei; these odier ptactkes can be transferred 
to die government, so here we will stkk to practkes diat seem teadfly transferable. 

The agency and free rider problems pooit to a need for rules to limit pohcy- 
makers' discretkxi. lb understand why we are proposing new rules it is important to 
understand whatS wrong widi die oki ones. 

The Ptobfems With the Old Rules 

The Gnmtm-Rttdman-HoUmgs Process 

Pnor to die £aU 1990 reforms, die buc^ process was designed to work roughly as 
follows: Early in January die presklent woukl submit to Congress a buc^ for die 
6scal year beginniiig October 1. By die time Congress woukl adjourn in the summer 
it woukl pass bills and a budget resolutkxi specifying amounts to be appropriated to 
discretkxiary qxnding programs and chaises to be made to rules fix entitlement 
programs and taxes. In mkl- August the Ofike of Management and Budget (OMB) 
woukl determine whedier die projected deficit for die upcoming fiscal year exceeded 
die GRH target by more than $10 billfon. If it dki, automadc spending cuts woukl 
be made accocdinigto a statutory formula to ensure diat the projected deficit met die 
target. Then at some point Congress woukl raise the debt ceiling so diat there was 
audiority to issue addnional debt to finance die projected deficit 

The GRH procedure was si^)posed to lead to balanced budgets and to eliminate 
the government's deficit financing bias by die use of rules. The procedure dkl not 
come cfose to achieving its goal and die original GRH tatgets had to be revised several 
times (Hgure 5). In ad(&ion, the process kx) to other problems. 

Rather than curbing the government's bias to excessivdy discount the fiiture, die 
GRH process fed it By focusing on die projected buc^ deficit in die approaching 
fiscal yeai; die process encouraged deficit financing, discouraged capital spendii^ 
and made it more attractive to dday necessary expenditures. 

Riradoxkall% the GRH process made deficit financing easier fay eiKouraging the 
substitutkm of gimmkdcs for real actions. The ginnnk:ks included die exchanging of 
assets, time-shifting of payments, movement of ejqxnditures off die budget and use 
of unrealistic economk and techmcal assumptkxis. Selling govemment assets, such 
as bans, for cash resulted in budget savings, even though aU diat occurred was die 
exchange of one asset for anodier one of conqurable value. Tune-shifting created one- 
time fictitkxis savings fay taking payments scheduled for the 4)pfoaching fiscal year 
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Figures 



(By fiscal year; mbiBiamcfdoBar^ 

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 



ms) 



bI mS 144.0 108.0 72.0 36^0 



(1990) 



m 



327.0 349.8 28S2 157J 117J 



Due to bookkeeping changes, die Gianvn-Rudman ID de6ck taigeis are not directly comfMrable 
ID dwseo£ die faa two verskinso^ die antkfcfidtbwKNnv acco u ntin g nilesocchide die siKplM 
in die Social Securky tnA ftmds finm die de6ck calculatkns; dot has die efiect of increasing die 
de6ck by at least $60 biHnn a yeac These lattst taigns are Ivger dun duse in die orig^ 
bujget deal because of pre-planned adjustments n die preskknt% 1992 budget 

SouKetConpessionalQitarlerfyXfkeUy Report, 
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and moving dliem into die current fiscal year where they were sin^ spflt mOk, or 
into die fbUowing fiscal year where they were not yet subjea to a sequestec For 
cxsanpk, die government achieved savings in an approaching fiscal year by taking 
payments such as empbyees* pay and fiirm subsidies due out in late September and 
delaying dliem until early October of die fbUowing fiscal ycac Then without letribu- 
tion, die government was able to switdi the payments back once the new fiscal year 
was entered. Movement of expendituies ofF-budget, sudi as was done for die US. 
Ibstal Servkx and die Resohjtion liiist Corpocatksn (BTC), pn)duced budget saving 
fay a stroke of the pen without doii>g anydiing real. FmsSfy, projected d^dts were 
reduced by use of opdmistk: econonuc and techrocal assunq>tions that ovetesdmated 
tax revenue, underestimated interest expense and understated the costs of existing 
programs. 

Just how extensivdy were these gimmicks used? Robert Reisdiauei; director of 
the Congressbnal Budget O&ce (CBO), notes that the amount of permanent deficit 
reductkm enacted in die GRH period averaged a bit less dian in die pre-GRH period 
of same duratkxi: '*What is di£bent about the two periods is the reBance on one- 
time savings diat became a feature of die CRH period. ...bi die pre-GRH period, 
these gimmk:ks occurred so infiequently that CBO dkl not keep systematk track of 
them. In the GRH era, fully half of the apparent deficit reductkxi has been achieved 
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by such devices" (Reischauei; 1990). Reischauer alx) notes that under GRH the 
amount of budget savings in die pcesident^ budget attributable to ctveriy optimistic 
economic and technical assumptions nxxe than tripled 

The GRH piocess, con^wied with existing acaxmtiqg practices, also made 
capital spending highly susceptible ID the knife. Exisdpg acoxintiiig practices treat 
spending on optal pn^ects, such as bridges* no difamtly dian spending on cur- 
rent consunq>tion, sudi as legal counsding. \bt die two are fundamentally (fiflerent 
A capital ptojea pixyvides services in the currem year as wefl as in the future, while 
current consunq>tion pixyvides services only in die year in which they were pur- 
chased. As a result of dus d&rence, ^)ending on a capital pcc^ea can be preferable 
ID spendk^on currem consumption yet can return less in benefits in die currem 
year since it also provides benefits in fiiture years. When GRH farced budget cuts in 
an approaching yeai; die existing accounting practice led govemmem officials to 
bdieve diat a dollar cut fiom capital spending would cause less immediate loss in 
benefits than would a dollar cut fiom currem consun^don. lb understand better why 
this is so, consider the following example. 

Suppose the gofvemment has dedded to build a bridge at a cost of $30 million 
which is e9q>ected to provide services over 30 years wordi $6.4 million per yean 
Suppose die interest rate is 10 percem so diat die presem-vakie of these services is 
$60 million. Widi die present vahie of die benefits at double die cost, die bridge 
obviously should be buik. Bm under die govemmem^ accounting system, dropping 
die projea saves $30 million in costs and sacrifices only $6.4 million in benefits. In 
contrast, a $30 million cut in spending on a less attractive currem consumption 
item, for which benefits only matched costs, would sacrifice $30 million in benefits. 
Given die short-term focus of GRH, accounting exercises sudi as these mi^ well 
exi^ain why capital spending was so susceptible to die knife. 

In addition to optal ^lending, GRH made it unattractive to spend money on 
other projects having short-term costs and kxig-tenn benefits. For example, die 
governmem avoided proper maintenance of nuclear armaments i^ants to save money 
in die short tenn. Because of diat neglect, die cost of keeping these plants operating 
has escalated and die additional cost is now estknated by the CBO to be roMghly $160 
billion spread over die next 40 years. Another painful example is die savings and ban 
crisis. If die govemmem had dealt widi the problem when it surfaced in 1986, it woukl 
have meam cfosing some insolvem thrifb at an estunated cost of $10 biDkxi to $15 
billion. But die govemmem balked, at least in part because it dkln*t warn to put more 
pressure on itself to abkk by die GRH targets. So qiendii^ to remedy die problem 
was ddj^ed, die problem mushroomed, and die cost to the govemmem as estimated 
by die CBO and the General Accounting Office rose to over $150 billion in present- 
v^ue terms. 

The GRH process not only generated poor results, it also contributed to ddays 
and confusion. Without a conceptual fiiamewock, poBcy-makers were forced to 
debate each minor bu(^ variation as if it were a new theme. 
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The M 1990 Refyrms 

The gowemment was wefl aware diat the budget process was in need of repair and 
direction. The administration suggested numeious reibrms, including instituting a 
line-item veiD and dianging die accounting pnx^Jures for bans and guarantees. The 
budget committees in both chambers of Congress hdd hearings on reform, several 
bills proposing reforms were introduced and die buc^ package diat finally was 
passed last £aU contains inqxxtant reforms of die process. 

It% IDO early to judge whedier die £dl reforms will lead to improvements in die 
process, but it^ not IDO early to argue they don*t go Ear enough. Th«e reforms still fid 
to provide government officials with a conceptual fi:amework for maldi^ decisions, 
and die definition of buc^ deficits and die tatgets for diem remain arbitrary 
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The rdbrms make it more difficuk to exceed the deficit targets, but they also 
make it easier to raise die tat]gets (see box kx details on die idbrms). Under die new 
process, there are constraints placed not only on the size of die total buc^ deficit as 
befbce, but also sepaiacdy on entitlements, revenues and three types of discretionary 
spending. In addition, a series of three sequesters can be prompted by spendii^ 
overriins in die prior fiscal yean These referms give Congress less niaiieuvcriiig rcxxn 
to exceed buc^ deficit targets. But at die same time, die reforms aUow die deficit 
targets to be raised kx econonuc and technical reasons, emergencies and increased 
qjoiding on deposit insurance activities. Since die targets are arbitrary, the govern- 
ment is highly likely to use these kx){^K>les to continue its deficit spending ways. 

The reforms also £ail to resolve problems associated widi die current accounting 
system. Under die £all reforms it is still possible to achieve budget "savings" by shifting 
payments forward into fimire fiscal years, althou^ the reforms remove much of die 
incentive to shift them back to die current fiscal yean That^ because past spendiiig 
overruns codd prompt a sequester and thus are no kmger treated as spik milk. 
However; die reforms do nothmg to address die bias against coital spending. Capital 
expendkures are sdU treated no diffierendy fiom current expenditures. 

\Xk have argued diat rules are needed to address die polk^ bias problem, but we 
have seen diat bad rules can create further problems. While die £aU 1990 reforms 
in^nove the original GRH rules, a fot more shoukl be done. That is vAiy we ofier our 
proposal. 

The £all reforms of die budget process provide a transitfon to a more balanced 
fiedend budget But even if they take us to that destination, problems wiD remain. 
Without a logical basis for dieir targets, polk^-makers wiU find ways to vk^ate them. 
Without a sound accounting system, they will continue to bias their decisions. And 
without a conceptual framework, they will continue to debate every budget nuance as 
if it were a new problem. 

The Case for Our Rules 

Basic Prmdples 

Our budget proposal is a set of reforms intended to reduce both the polk^-making 
bias and die confiiskm associated widi current ptocedures, and it^ guided by four 
bask: economk: princq>les. 

First, die budget shouU be balanced in a present-value sense without use of die 
inflatfon tax. This principle is based on an accounting klentity and on a Slated goal of 
macroeconomk: pobcy The klentity says diat what goes out fiom die government 
must come in, and it implies that die present vahie of government oqienditures 
cannot exceed the present vahie of government receipts. Since it wxxikl be ineflkient 
for die government to take in moie than was needed, it fblfows diat die present vahie 
of government e>q>enditures shouU equal the preseiit v^ue of government rece^>ts. In 
diis equality receipts can mdude proceeds fixxn the inflation tax, diat is, the 
depredatkxi caused by inflatfon in die v^ue of gcivemment nominal Kahlitips. 
Howevei; based on statements in Humphrey-Hawkins legislatkxi and congressional 
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testknony of Ngh ofikiib in the Fedoal Reaenic, «« like |»« 
pcikjy Widi zoo nflaooQ as a goal, the ksi prindple fellows. 

Second, beneks shoukl oiKwe^ costs. This felloM« faxn the theory of eocnon^ 

in tenm of thev economk beneks and costs to society Since the services of programs 
occur over time, the government must measure benefits and costs in expeded, 
present-value terms. Those benefits and costs are dated to occur when resources ace 
tnuisferved in and out of the private sectoc Thus, vvhen the government hires wockeis, 
the economic cost occurs when the workers enier the public sector and not when the 
government gets around to mailing their checks. 

The third economic principle is that users pay That beneficiaries of government 
programs should pay is partly a £umess acgument It also has the virtue of making it 
more likely that the benefits of public programs exceed their costs, since dK)6e costs 
cannot be pushed off on non-involved parties. This principle suggests that borrowiog 
to finance current consumption is unacceptable because that method of finandi^ 
pushes die costs off to fimire generatksns ^^K> do not bcfiefit fixxn the consuraptkm. 
In contrast, it also suggests that borrowiog to finance capital spending is acceptable 
since fiiture generatkxis will benefit fiom die servk:es of that capital. Obviously diis 
pnndfk cannot be applied across die board. By defiration, income redistributkxi 
programs, sudi as welfiire, cannot be financed by recipients. But some odier pro- 
grams, such as die national parks and the highway system, would fid! squarely under 
die user-pays principle. And most odier programs woidd fid! under diis principle in a 
general way Current servkes shodd be poki fer by die current generatkm. And 
transfers to die poor of one generation, which are designed to even the income 
distribution, shodd be pakl for by die wealthy of die same generatkm. 

Our fourth economk: principle, tax smoothing, is an implication of studies of the 
tax stnicture. The implksoion folfovvs as long as die dleodlMCfgibf Jos^ t^ 
caused by die tax and die resources burned up in coUectiqg it, rises c&proportion- 
atdy with the tax rate. That is, the deadweight loss more than doubles when the tax 
rate doubles, lax smoothing means that vvhen the govcrninerit has connnitnients to 
spend in the fijture, it shoukl begin taxing for them today This is tnie whedier those 
commitments are contractual, such as underfimded pensions, or non-contiactual 
but £airiy certain to occui; such as wars or natural disasters. What dus mems in 
practkx is that it's more efficient to raise taxes a little bit now and keep them there 
than it is to wait and raise them a k)t when die spending takes place. 

V«e believe that these four simple principles suggest reforms of die budget process 
whk:h help deal wiAi die polk^ bias problenL We also believe they can provide 
guidance on many current budgetary issues. 

Our Re/drms in More Detail 

Our proposal for reform is hardly radk:al. b is composed of modest changes in 
accountiug procedures, rdes on debt issue and enforcement mechaiasms. Moat of 
the chauges are either iooorporated into budget pcactioes of corporations and state 
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and local gofvernments or inchided in od>er pfoposak for fed^ 

The accounting changes we piopose ate that expenditures and receipts be 
recorded on an accrual baas and that separate accounts be maintained for ope rati ii g 
and capital items. These accounting chai>ges follow dkectly from our cost-bene6t 
timing and user-pays principles. Our cost-benefit timing principle requires that 
expenditures and receipts be recorded when die activity giving rise to dliem occurs; 
that is, they should be recorded on an accrual basis. Our user-pays principle suggests 
that it is not £^)propriate to borrow for operating expenses but it may be iq)propriaie 
to borrow for capital. Therefore, it folk^ws that separate accounts should be main- 
tained for operating and capital items. 

These accounting changes allow die financial e£kcts of ahemathie policy actions 
to be more accuratdy represented. This fiKnlitsoes official decision making and also 
makes it easier for voters to monitor officials' actions. Our proposals for accounting 
changes are not original. They have been proposed by die General Accounting Office 
(GAO) and they have been inchkled in a bill introduced by Sen. Herbert Kohl of 
Wisconsin. Most firms and state governments, as well as the Federal Reserve, 
maintain separate operating and optal accounts. The federal budget is reported on an 
accrual baas in die Natfonal Income Accounts, and die budget, calculated as die 
GAO and we recommend, is produced by die OMB in a dmdy marmeri Thus, aU diat 
is new here is that we are proposirig using diis existing budget informatkm as die basis 
for policy debbetatkxis and rules. 

The rule changes we propose limit die amount of debt the government can issue 
on its operating and optal accounts. The rules foOow fiom our principles and fiom 
our attempts to reduce die policy bias. Althotig)i they involve only minor changes to 
existing rules, they provkle explidt polk^ targets. 

We propose to limit die debt diat can be issued on the operating budget by requir- 
ing diat die combined estimated and projected budget baknce be zero in the current 
and subsequent fiscal years. Since die accounts woukl be maintained on an accrual 
basis, the proposal aUows operating debt to be issued temporarily when there is a 
mistiming of payments and rece^>ts. It also coukl be issued temporarily when 
unforeseen spending increases or revenue fosses occur: However; by induding the 
current year^ deficit in die calculation, the government woukl have to in:q>lenient 
polk^es to elimiiiaie debt caused by mistakes in budget profectiotis. This proposal is 
simiku- to current GRH procedures and suggested babnce-the-budget amendments. 
What is new in our proposal is that the budget beirig balanced is the operating budget 
and that adherence to die rule leads st wi gl tt forwardly K> present-vahie bakuice of die 
entire budget, widiout infbtion, as our first princ^ requires. 

But why a two-year rule rather than a five-year rule or a month-by-month rule? 
Ghien the nature of the policy bias against the fiiture, a rule requiring a balanced 
budget over a fairly short time fiame is desirable. Otherwise, policy-makers can 
continue K> run deficits while claiming they wiD be offiset by surpluses at some distant 
time. However; neidier spending nor tax revenues can be forecasted very accurately 
and unforeseen events do occur: Thus, if the time fiame is too short, policy-makers 
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wiU comimaily be farced 10 make changes 10 cxpcndJnse pfDg»m or t^ 
oiv view; a tvwo-ycar rule » a reasonable oomproniise. 

VHb piopoie to linK die debt that can be issued on the capital budget by re^^ 
Congress to pass a biD annually authorizing debt issue up to a specified cdling. While 
dus is much like currem procedures, our ceiling applies only to debt issued to finance 
capital ^)ending. This means that die ceiling woidd bean independent control on 
capital spending. It woukl not be redundant, required as it is now, to accommodate 
the opcnting deficits Congress has planned. Since aO capital spending woukl be 
llolnilw financed by debt issue, setting a ceiling on debt woukl be equivalent to setting a ceiling 

on federal capital spending, lliis woukl let policy-makers better deckle on a desirable 
• ■MMMMlbv mix of private and publk capital More capital spending woukl be desirable as kjqg as 

i^^^c^H^ta the benefits of a projea were at least as large as its costs. VCfe view a ceiling on total 

''"^' ^'^ ^?*T. .V^ capital spending as desirable so that Congress as a whole can effectively force 
iMlMniyaMMUil constituencies for capital spending to compete widi each odiei: This reduces die 
MIlMNiploiipMlM incentives to spend excessiwly on capital equipment 

ctiiii|.MMtMtliaMil VHe propoae to enforce the rules using approaches simibr to current pcactkes. 

The rule on operating debt woukl be enforced with a sequestec The sequester couU 
be applied in a dis ^ g g i qgai ed wa% as it is under curreitt procedures. The sequester 
wodd be triggered whenever the combined opcnting deficit in the current and 
s»iccrcding year exceeded some small amount— say $10 billkxi to match die trigger 
amount under GRH. The sequester woukl require cuts in spending or increases in 
revenue to achieve con^nned budget balance. Thus, if there were an unforeseen deficit 
of $20 biUkm in the current fiscal yeai; the government woukl have to adopt polkses 
leading to a $20 billion surplus in die succeediiig ycac VHb woukl limit die amount of 
deficit reduction in a sequester to 0l5 percent of GN^ whkrh is roughly the amount of 
reduction that experts testified coukl be implemented without causing major eco- 
nonuc disruptkxis. 

The rule on optal debt woidd be self-enfoidng.The Ireasury sinqsly woidd not 
be authorized to issue debt above the legislated ceilii^ 

Our proposak so fiff are derived fiom our economic principles of present-value 
babnce, cost-benefit comparison and user-pays, but seem in conffia widi our 
tax-smoothing pnndflic. The reason is diat government spending and revenues 
fluctuate due to causes diat cannot be perfectly anticq>ated.Wu:s and recesskxis are 
as likely to occur in die fimne as they have in die past, but it% hard to know when. 
Therefore, meeting die two-year balanced bu(^ rule woukl require sharp changes in 
tax rates when these contingencies occulIo avokl these kinds of changes in tax 
rates, we propose that lainy day finds be set up to meet contipgeiicies. These nmiy 
day finds woukl be set apan fiom die operating budget faifbws of cash into these 
finds wotJd be counted as outlays for the opa ating budget and outftows fiom these 
finds woukl be counted as rece^>ts. By drawing down the finds in bad times and 
building them up in good times, tax rates woukl not have to be adjusted in conffia 
with our tax-smoodiing prindpie. Since we recognize the temptatkn to taxi these 
finds in good times, we SMggest that a supermiqority in Congress be required to use 
these finds. 
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What OurRefmns Witt Accomplish 

Oiu- refixms are inteivled ID lessen the gOMmunent^ bias ID ofve^ 

aiKl ID remofve some of the oxifuskm diat surrounds cuncmbu^^ 

argue diat they lessen the bias by making deficit financing more difficult, capitsd 

spending more attractive and procrastinating more costly ^ argue that they reduce 

the confusion by ptDvidiiig a fiiamework based on economic prind]^ 

How do we make deficit spending mort difficult? Reporting the accounts on an 
accrual basis takes away the budget '^savings'* optkxis of sdbig off assets for cash and 
delaying payments to government emi^oyees or program beneficiaries. Accrud 
accounting records when activities take place and not vAiea exchanges or payments 
are made. Induding an ejq^it makeup for past ernirs in the eriforcement niechanism 
reduces the incentive to use overly optimistic economic and tedvucal assun^ytkxis. 
Mistakes require painful adjustments in the iqxxxning yeac And, as we argue latei; 
requiring present-vakie balance makes the movemem of items to off-budget status less 
advantageous. Howevei; the most important contribution the proposal makes to 
controlling deficits is diat it provkles a definition of budget deficit and specificatxxis of 
targets whkh are gukled by economic principles and, thus, have some k)gk:al basis. 

One problem with the GRH targets is that they were designed to lead to budget 
balance for an arbitrary definition of the bud^ There is no economic prinqple diat 
suggests the deficit should be zero when capital transactions are included in the 
definition of balance. Moreova, under the GRH deficit definiticMi there are difierent 
targets depending on whether Social Security or the RTC are included. 

Our definition and targets are not as arbitrary as diose of GRH, and that shodd 
make it harder to raise or disregard the deficit targets. They are guided by the 
present-value prmdpie. The definitkxi makes clear that capital transactkxis are 
excluded fiom the zero deficit target Having a dearer klea of the reason for die targets 
shoukl make it easier to stay die course. 

Our proposd also makes capitd spending more attractive by putting it on a niore 
equal footing with currem q>ending. A ddkff cm fiom capitd spoiding vvoukl have a 
comparable e£fea in the current fiscal year to a ddbr cut fiom current q>ending. That 
is because in our proposal the operating cost of a capital asset is ^xead out over the life 
of die asset Whfle the purchase pnce of the asset is reported in the capitsd budget, 
otity the annual depreciation and interest financing expense are reported on the 
operatnig bu^et Thus, a ddbr cut fiom capital spending cuts current spending by 
the amount of depreciatkxi and interest Our method spreads the cost of capital 
equipment over the years it provkles servkes, while the current mediod diarges it all 
to die current yeac Our yearly charge is esseiitially Wiat it wouki cost the government 
if it rented the capitsd fixxn a private party 

The main difiference between our mediod and current pcactkes is how it treats 
dollars saved on capital spending in the current yeac tf the government dedded not to 
purchase capital equ^>ment, our mediod woukl show diat the savings in current 
expenses wcHikl be only depreciatkm and interest According to current pcactkes the 
savings woukl be the cost of the capital purdiase, whkh is mudi latgec As a resdt. 
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di£kulty is particularly aotte when expenditures are financed out of general tax 
revenues. Beneficiaries hxie every reason to argue diat the benefits accruing to dicm 
are large, whether they value the services a kx or a litde: Dedicated programs with 
independent revenue sources that haw stnxig safeguaids against raiding the treasury 
can be useful in sohnng the monitoring p roblem. Rom this perspective, trust fands are 
not merely an accounting device; rathei; they serve an in^xsrtant economic fimction. 

^ also recognize that trust fimds can be abused. Given the bias in policy-maldng, 
policy-makers have an incentive to postpone costs and accelerate benefits. For 
example, pobcy-makers have an incentive to run a deficit or a smaller suri^ than is 
desirable on the Social Security system. The result is diat fiiture benefits must be 
reduced or fiiture taxes raised if the system is to be independendy balanced. One 
crude way to limit abuses of diis kind is to require that trust fiinds not run a deficit 

The issue on RFC spending is hew to split it up into on-budget and off-budget 
The RTC handles the assets and liabilities of fiuled thrifts. Since RFC spending idies 
on general revenues, our reasoniqg on trust fiinds si^ggests all of it bdongs on-budget. 
The drive to move some of it off-budget was mainly a tesuk of die current procedure^ 
fiulure to distinguish capitd spending fix)m operatnig expenses. What typically occtirs 
is diat die RFC takes over a 6afled thrift widi assets vakied at, saj^ $700 milKon and 
insured deposits of, sa)^ $1 bilUon-The $1 bilUon must be pakl off immediatd% while 
the $700 millkxi in assets is sokl gradually over a number of years. By current 
methods the $1 billion is treated as a current expenditure. Then, when the assets are 
soU over time, the sale receipts are treated as revenue. The pay-off to deposdors is 
fiinded by debt issue and the debt is in effect reduced when the assets are sokL The 
interest is also treated as an expenditure. The current procedure clearly cverstaies the 
deficit in the current yeai; since it assigns no value to the assets the government 
acquires. The drive to move RFC spending off-bud^ was a ckmsy attempt to 
correa diis problem. 

Using our procedures, only the capital k>ss and interest expense wouki show up 
on the operating budget That budget vvouki not be affected by the timing of asset 
sales. When die RFC initially takes over die failed dirift, it wouU be consklered a 
capital purchase of $1 biUkxi financed by debt Howevei; since the assets were wordi 
only $700 million, there wDuU be an invnediaie vme-off of $300 milbon chatged to 
dqxtciatxxi. As widi odier capital purchases, there also wouki be an associated 
interest expense. Future asset safes wouki affect the operating budget only to the 
extent that actual safe values differed finom the capital budget^ assumed market values. 
Thus, using our procedures, RFC spending wouki be treated no differently horn 
other capital spendng. 

Capiat budgeting also wouki darify the treatment of govemmem bans and 
guarantees. These items involve subsklies that are realized when private parties finl to 
maintain payments on knns. Rut budget pcactkes have treated the government k)ss 
of ban revenue or payment on a k>an guarantee as a budget deficit increase at the time 
diey occuc Thus, it appears K> pobcy-makers as a good way to give out subsidies now 
and pay for them much latec Under our proposal, bans and guarantees wouki be 
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of iscal pobqr to occur too late, wdl nto the ensuing recovery F u nfaennot e, the 
rigkiity ocxikl be benefidaL If the decline in the giowth rate of real outp^ 
kxig period, periiaps there is a secular as wdl as a cyclical element *£> the extent that 
an output dednie signals a kxig-tenn reduction in ouspat giowth, the goivmment 
should reduce spencbng. 

Consider next the objection that policyHnakers win went to mowe ewerytfaipg to 
the capital budget, lb a great extent that^ true, but we aigue that now everything, in 
e£kct, is treated as a capital expense. The government can bonow to fii^nce any 
expenditure. So by strictly defining what is a capital expenditure, as stales have done 
and as die GAO proposes for die federal governnnent, many expendinires can be kept 
off the capitsd budget. 

Even with strict definitions, though, there wifl be problems with nusdassifica- 
tions or understating of depreciation on capital itenu. SonK ejqMxiditures diat provide 
benefits in fimire years would be classified as cunent In fixrt, we would £»(or including 
most human resource p rogra m s, sudi as those for education, crime control and 
health, on the operating budget ^ do not deny that a better educated, better 
protected and healthier population wifl make people better off in the future. V(^ also 
do not deny that requiring these expenditures to be paid in full in the current year 
could lead to underfimding. It is just our judgment that the underfinding bias would 
be no greater than the poBcy-makexs' bias to OMerspend on current consunqytion. 
Thus, we judge that by strictly limiting the capital budget to kxig-liwed physical and 
noniinal assets, a small cost in terms of underfinding of some expenditures would be 
more than o£Eset: there would be a smaller bias toward overspending on current 
consumption, which now is bcilitated by abuse of the debt-issue option. 

The goi«mment would also try to understate depredation, as states and corpora- 
ations have been known to da It could classify some current consumption items as 
capital items and assign them value, even dxxigh, in a sense, they are fiiOy depreciated 
in the current year and have no value. Or it ooukl just overstate the vahie of some of its 
physical or nominal assets. This is where watchdogs such as the CBO and GAO 
woukl have to be on the alert The fogk; of our proposal requires that depreciation be 
accurately recorded on the operating budget. If it were not, the budget situation ooukl 
be seriously misrepresented. Understatement of asset depreciation led to the unrec- 
ognized detenocation in the financial condition of many stale and kx:al govcninients 
and vanous financial institutkxis. 
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Tnmsition 

How do we get bom die current system to our proposed system? Some of our 
reforms— accrual accounting and separating the capitsd and operating budgets— 
ooukl and shodd be adopted for fiscall992. AU that is required is that pobcy-makers 
kx)k at a different set of books. Howevci; an immediate mo%v to a balanced budget 
wodd require enormous and disnq>tive increases in taxes or reductions in spending. 
^ believe the gowenunent shodd mowe to a balanced operating budget over a 
three-to-five-year period Over dus perk)d, the goal of monetary poticy shodd be to 
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Eanungs and Expenses (in thousands) 

For the Ifear Ended December 31, 



'RcAcca a $1,424 idund of 

1989 laxet and a nduoion in 

1990 taxo. 

*Rf iKwuimm due lan ok 
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«nc»;SJ^3«aiaaw>^ 
binedn 1990 and SU82 
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hiefeat on ULS. Government Securities and 






FBdeial Agency Obligations 


$322,275 


$32U99 


Imcfcston Fofcign Currency Investments 


78,441 


33452 


hiefeat on Loans to DepoMory Institutions 


5,5% 


6J73 


Rncnue from Plioed Services 


40886 


38,5U 


AHChherEan««s 


451 
447,649 


476 


Total Current Eamii«s 


399,6U 


Gment ExpcDMS 






Salaries and Other trrsonncl Expenses 


32,901 


3U024 


Retirement and Odier Bcnete 


7467 


6fi48 


Haid 


1,643 


1,W2 


RDstage and Slipping 


5,576 


5,2«S 


Convnuncations 


429 


433 


Software 


2,041 


U5» 


MaKriakandSuppfes 


2,328 


2,265 


Bui(fa« Expenses: 






ReJ Estate Taxes 


(512)' 


2359 


DepieciatMMi— Bank Premises 
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UD72 


Utfities 
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778 


Rent and Odier Buidi« Expenses 


1JQ29 
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Furniture and Operating Equipmera: 






Rentals 


567 


600 


Depreciation and Miscellaneous Purchases 


4,573 


4.462 


Repavs and Mamenanoc 


2,660 


2,461 


Coat of Earnings Credits 


6,426 


7371 




2,103 


1,784 




1,689 


2385 


Total 


72,953 


72,984 


Rcmbursed Expenses' 


(811) 


(2,496) 


Net Expenses 


72,M2 


70488 


CancntNetEamii«i 


37S,507 


329,125 


Net Additions) 


65,190 


41303 


Leas: 
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Botfd ExpendKures 


3,094 
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Federal Reserve Currency Costs 


3311 


3,131 




4J061 


4A26 


raymenisio ULS. Tfcanvy 


429,102 


355^912 


TntsferredioSivplus 


1,129 


536 






Sun*.. January 1 


67,382 


66;M6 


Tiansferred 10 Surpks-as ibove 


1,129 
$ 68,511 


536 


Swpbt. December 31 


$67382 



23 



Digitized by 



Google 



257 



Directors Federal Reserve Bank of Minneapolis HeknaBranch 

Deoendbcr31,1990 

Quinran and Fedenl Reserve Agent Chainnan 



DdbcftWjohwn 

Deputy Ouinran 


JameaEM. 
VkxChannn 


ClassA EJeaed by Member Banks 


AppamtBdbytheBoardofGouemon 


ftxkieyWFoabag 

Ouinran 

Btfmm & Merdunts Bank & Itust Ca 

Abenieen, South Dakota 


Preskknt 

Montna Resources, Inc. 

Butte, Montana 


JodS.HaiTii 
Preskient 
\dbwaiDneBank 
B3fangs> Montana 

JamaFiHcspn^lH 

and Chief Excf uliti? Of&ccr 

Nat jcxd Cjty Bank 
Mimedpoli&t Mimcwta 


JamesEM. 

Appointed by the Board of Difedors 

BemlyD.H«Tii 

Preskient 



Brace C Adams Bkt&r Hide mJ hir C«pDnik]n 

Rtftner Gmr Fil^s Ntivnaru 

Iripfe Adams Futns IWieftH.\lhIler 

Miiot.hk>rth Dakota Preskfcnt and Chief Executnc Officer 

DuaaeEDngmann FtrstbiterstaieBai^ofBiilings,NA 

PRsucnt BiDiigSt Montana 

ThibitAuiDBodsfaic. 

EauOaircWisooniin 

EariR.SLjohn,jc 



SLjohn Etxat hoducb. Inc. 
%«kli«»Mk:higan 

OassC AppomtedbytheBoardofGouemon 

DeOKitW.Johiuon 

Ptokknt ,ir>ii Cihict EnccviFvc Officer 

hunctf McuJ Irimuhir^ 
Mkncapolu, MinncKd 

GcnU A. Rjutcnhont 

Quirman drhJ Chief Executive Officer 

Opib Coq^mth^ 

MkfaaelW Wright 

Chiunun, Chief Exeamw Officer and Preskient 

Super Vikf Sinca, IfK- 

MmneapoliSt Minncioa 

fttiffUf AaMsofy Councu Metftber 

Uafd2j6tamon 

Chairman and Chief Executnc Officer 
Nocwest Corpofatkxi 
Mkneapolis, Mknesota 



Digitized by 



Google 



258 



Officers December 31, 1990 

Fedend Reserve Bank of Minneapolis 



Gary H. Stem 

Presidem 



First Vice President 

Awlvn L> OurMui 
Seniar Vice President 
and General Counsel 

Leonard W Nradm 
Senior Vice Presidem 

RooaUEKMtz 
Senior Vice President 

Aitfaurj.ft)lmdc 
Senior Vice President 
and Director of Research 

Colleen ICSuwd 

Senior Vice President and 
Chief Finand^ Officer 

Sheldon LAzine 

Vice President 

and Deputy Getnal Counsel 



Ridi»ll.KiixfaauMn 

Vice President 

David Levy 

Vice President and 
Dnecsoroi Pubac AoEurs 

J«netM.Lyon 

Vice President 

Susan J. Mandiesaer 
Vice President 

Preston J. Mfcr 
Vice President and 
Deputy Direcaor of Research 

Cnafles L. Shromon 
General Auditor 

Theodofc E Umhoefei; jc 
Vice President 

WmcnE\(feber 

Senior Research Officer 



Kadileenj. 
Vice President 

join H. Boyd 

Senior Research Officer 

Fnfl O Gcibei 
Vice President 



S.RaoAiyagari 

Research Officer 

KentCAnstinaon 
Supervision Officer 

RobeitCBandt 
Assistant Vice President 

James U Brooks 
Assistant Vice President 

MarflynLBrown 
Assistant General Auditor 

>6iadanianV.anri 
Research Officer 

La«vrence j. Christiano 
Research Officer 

Scott H. Dale 
Assistant Vice President 

James TDeuneilioff 
Assistant Vice President 

Richard ICEinan 

Assistant Vice President 

and Community A£Eurs Officer 

Jean O Gamck 
Assistant Vice President 

BeserJ.Gavin 
Assistant Vice President 



Assistant Vice President 

M«vBL.Knoff 

Supervision Officer 

Ridi«dW.Pudai 

Assistam Vice Presidem 

Susan ICRosslMcfa 
Assistam General Counsel 

Thomas M. Supd 
Assistam Vice Presidem 

Claudia S.Swcndseid 

Assistam Vice Presidem 

RobeitEleetdioni 

Supervision Officer 

KemediCTheisai 
Assistam Vice Presidem 

Thomas HLTiinier 
Assistam Vice Presidem 

Carolyn A. Vferret 
Assistam Vice Presidem 

Mildred EWiKams 
Assistam Vice Presidem 

William G.\(^imer 
Assistam Vice Presidem 



CaiylWHi^wwl 
Vice Presidem 



Karen LGrandsoand 

Assistam Vice Presidem 



Bruce HLJohnaon 
Vice Presidem 



James H. HammiH 

Credit and 

Corpocate AfEars Officer 

Waiiam&Holm 
Assistam Vice Presidem 



Helena Branch 



Assistam Vice Presidem 



JohnDJohnaon 

Vice Presidem and Bonch ManagET 

S«MidH.GMe 

Assistam Vice Presidem 



25 



o 



Digitized by 



Google 



Digitized by 



Google 



ISBN 0-16-044016-5 



90000 



78dl66H4016l 



i\ 



Digitized by 



Google 



Digitized by 



Google 



Digitized by 



Google 



, liniiiiiiiii 

3 tlOS D15 13t <!QH 





DATE DUE 




















































1 










1 





























































< 



STANFORD UNIVERSITY LIBRARIES 
STANFORD, CALIFORNIA 94305-6004 



*i^ 



Digitized by 



Q5t5^e 



Digitized by 



Google 



